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PROPOSED SETTLEMENT
OF
ARIZONA CORPORATION COMMISSION
DOCKET NOS. E-01933A-07-0402 and E-01933A-05-0650

The purpose of this agreement (“Agreement”) is to settle disputed
issues related to Docket No. E-01933A-07-0402, Tucson Electric Power
Company’s application to increase rates, and Docket No. E-01933A-05-
0650, Tucson Electric Power Company’s motion to amend Decision No.
62103. This Agreement is entered into by the following entities:

Tucson Electric Power Company (“TEP”)

Arizonans for Electric Choice and Competition and Phelps Dodge
Mining Company (collectively, “AECC”)

Arizona Community Action Association (“ACAA”)

U.S. Department of Defense and all other Federal Executive
Agencies (“DOD”)

Arizona Investment Council (“AIC”)

International Brotherhood of Electric Workers Local 1116
(“IBEW 1116”)

Mesquite Power, LLC, Southwestern Power Group 11, LLC, Bowie
Power Station, LLC, and Sempra Energy Solutions, LLC
(“Power Producers™)

Kroger Company

Arizona Corporation Commission Utilities Division (“Staff”)

These entities shall be referred to collectively as “Signatories”; a
single entity shall be referred to individually as a “Signatory.” The
following terms and conditions comprise the Signatories’ Agreement.




I. BACKGROUND.

1.1 In 1999, TEP, AECC, ACAA, and the Residential Utility
Consumer Office (“RUCO”) entered into a Settlement Agreement (the
“1999 Initial Settlement Agreement”) regarding various issues arising
out of the Electric Competition Rules, enacted by the Arizona
Corporation Commission (“Commission”) as A.A.C. R14-2-1601, et.
seq. The 1999 Initial Settlement Agreement, among other things,
provided for (i) the commencement of retail electric competition in
TEP’s service territory; (ii) TEP to recover stranded costs; (iii) the
resolution of litigation related to the Commission’s Electric Competition
Rules; (iv) implementation of two rate reductions; and (v) a freeze on
rate increases until December 31, 2008 (the “rate freeze™).

1.2 In Decision No. 62103 (November 30, 1999), the
Commission modified and approved the 1999 Initial Settlement
Agreement. Thereafter, on December 28, 1999, the parties filed an
amended, final Settlement Agreement (the “1999 Settlement
Agreement”), reflecting the changes made by the Commission.

1.3 On September 12, 2005, TEP filed a Motion to Amend
Decision No. 62103 (the “Motion to Amend”). The Motion to Amend
sought resolution of a dispute that had arisen over how TEP’s generation
rates should be determined beginning January 1, 2009.

1.4 In Decision No. 69568 (May 21, 2007), the Commission
ordered (i) TEP to file rate proposals by July 2, 2007, to be effective
after the termination of the rate freeze, thereby initiating a Rate Proposal
Docket; (ii) that the Rate Proposal Docket be consolidated with the
Motion to Amend; (iii) that the operation of TEP’s Fixed Competition
Transition Charge (“Fixed CTC”), established under the 1999 Settlement
Agreement, be extended, subject to credit, refund, or other mechanism,
until the effective date of the Commission’s final Order in the Rate
Proposal Docket; and (iv) TEP to file a detailed DSM Portfolio and
Renewable Energy Action Plan in separate dockets by July 2, 2007.
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1.5 On July 2, 2007, TEP filed (i) a rate application in Docket
No. E-01933A-07-0402 (2007 Rate Application™); (ii) a DSM Portfolio
in Docket No. E-01933A-07-0401; and (iii) a Renewable Energy Action
Plan in Docket No. E-01933A-07-0400. Thereafter, the 2007 Rate
Application and Motion to Amend dockets were consolidated, and the
Renewable Energy Action Plan was superseded by the TEP Renewable
Energy Standard & Tariff Implementation Plan, approved as modified
by the Commission in Decision No. 70314 (April 28, 2008).

1.6 The 2007 Rate Application proposed three alternative rate
methodologies: (i) the Market Methodology, (ii) the Cost of Service
Methodology, and (iii) the Hybrid Methodology. TEP proposed a base
rate increase of $267.57 million or 21.9% for the Market Methodology;
an increase of $275.80 million or 23% increase for the Cost of Service
Methodology, including a $158.20 million base rate increase and an
additional $117.60 million for a “Transition Cost Regulatory Asset”
surcharge (“TCRAC”); and a base rate increase of $212.54 million or
14.9% for the Hybrid Methodology. The dollar amounts are for base
rate increases on 2006 test year adjusted revenues that exclude DSM and
the Fixed CTC. The percentage increases listed above are from TEP’s
2006 test year revenue that includes DSM and the Fixed CTC revenue.

1.7 On February 29 and March 14, 2008, Staff and Intervenors
filed their direct testimony in the consolidated dockets. Staff, RUCO,
and AECC each proposed establishing new base rates for TEP using cost
of service. Staff proposed a base rate increase of $9.77 million from
TEP’s 2006 test year adjusted revenues that excluded DSM and Fixed
CTC. RUCO proposed a base rate increase of $36.24 million. AECC
proposed a base rate increase not to exceed $91.62 million measured
from the same baseline as proposed by Staff that excluded DSM and
fixed CTC.
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1.8 TEP’s average retail rate of approximately 8.4 cents/kWh
during the 2006 test year includes revenue for the collection of Fixed
CTC. The Staff and RUCO base rate recommendations would have
resulted in decreases from the Company’s 2006 average retail rate of 8.4
cents/kWh, which includes revenue from the Fixed CTC. Staff, RUCO,
and AECC each opposed TEP’s TCRAC recommendation.

1.9 On April 1, 2008, TEP filed its rebuttal testimony.

1.10 On April 3, 2008, TEP filed a notice of settlement
discussions with the Commission’s Docket Control center. The parties
to the proceeding subsequently held settlement discussions.

1.11 On April 18, 2008, Staff filed a motion with the Commission
requesting the postponement of its surrebuttal testimony. On April 22,
2008, the Administrative Law Judge granted the request, and among
other things, suspended the filing of testimony in this matter.

1.12 On or before May 29, 2008, the Signatories entered into this

Agreement.
1.13 The seftlement discussions were open, transparent, and

inclusive of all parties to Docket Nos. E-01933A-07-0402 and E-
01933A-05-0650 who desired to participate. All parties to those dockets
were notified of the settlement discussion process, were encouraged to
participate in the negotiations, and were provided with an equal
opportunity to participate.

1.14 The purpose of this Agreement is to settle all issues presented
by Docket Nos. E-01933A-07-0402 and E-01933A-05-0650 in a manner
that will promote the public interest. The Signatories agree that the
terms of this Agreement are just, reasonable, fair, and in the public
interest in that they, among other things, (i) establish just and reasonable
rates for TEP’s customers; (ii) promote the convenience, comfort, and
safety, and the preservation of the health, of the employees and patrons
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of TEP; (iii) resolve the issues arising from the consolidated dockets;
and (iv) avoid unnecessary litigation expense and delay.

1.15 The Signatories desire that the Commission issue an order (i)
finding that the terms and conditions of this Agreement are just and
reasonable, together with any and all other necessary findings; (ii)
concluding that the Agreement is in the public interest; (iii) granting
approval of the Agreement; and (iv) ordering that the Agreement and its
terms be effective upon Commission approval.

II. RATE INCREASE.

2.1 For ratemaking purposes, and in accordance with the terms of
this Agreement, the Signatories agree that the fair value of TEP’s
Arizona jurisdictional rate base for the test year ending December 31,
2006 (the “test year”) is $1,451,558,000, as set forth on Exhibit 1. For
ratemaking purposes and for the purposes of this Agreement, the
Signatories agree that a reasonable fair value rate of return is 5.64%, as
shown on Exhibit 1. For ratemaking purposes and in accordance with
the terms of this Agreement, the Signatories agree that TEP’s
jurisdictional revenue deficiency is approximately $136.8 million, as
shown on Exhibit 1. The Signatories agree that the opportunity to
recover the revenue deficiency results in just and reasonable rates for
TEP for the period of the rate moratorium described in Paragraph 10.1.
The agreements set forth herein regarding the quantification of fair value
rate base, fair value rate of return, and the revenue deficiency are made
for purposes of settlement only and should not be construed as
admissions against interest or waivers of litigation positions related to
any other cases.

2.2 TEP’s rates, including its generation rates, will be determined
using a cost-of-service methodology. Upon the Commission’s issuance
of a final, non-appealable order approving this Agreement, TEP shall
withdraw its proposed market and hybrid rate methodologies.
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2.3 The Signatories agree to an annual base rate increase for TEP
of approximately six percent (6%) over the current average rate of 8.4
cents per kWh. This approximate six percent (6%) increase does not
include the adjustors for Purchased Power and Fuel, Demand-Side
Management, and Renewable Energy. The new average retail base rate
will be 8.9 cents per kWh. The approximate six percent (6%) increase,
calculated on TEP’s existing base rates which include revenue for Fixed
CTC, is approximately $47.1 million, and increases TEP’s existing base
revenue from approximately $781.1 million to $828.2 million. The
effect of designing rates to recover $828.2 million is a 6.03% increase.

2.4 The Signatories agree that this increase is just and
reasonable. This rate increase is based on the fair value rate base and
fair value rate of return set forth on Exhibit 1 and upon the original cost
rate base, operating revenue, and operating expenses and adjustments
thereto shown on Exhibit 2. As shown on Exhibits 1 and 2, the
settlement provides for base rate revenues of approximately $828.2
million, which is a base rate increase of approximately $136.8 million
over TEP’s adjusted current base rates without Fixed CTC of $691.5
million.

2.5 The rates set forth in the Proof of Revenue, attached hereto as
Exhibit 3 and incorporated herein, are designed to permit TEP to recover
an additional $47.1 million in base revenues as compared to existing test
year base revenues (including Fixed CTC but excluding DSM) of $781.1
million.

III. RATEMAKING TREATMENT OF TEP’S GENERATION
ASSETS AND FUEL COSTS.

3.1 For ratemaking purposes, Springerville Unit 1 and the Luna
Generating Station shall be included in TEP’s rate base at their
respective original costs. All other generation assets acquired by TEP
after December 31, 2006, but before December 31, 2012, shall be
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included in TEP’s rate base at their respective original costs, subject to
the Commission’s subsequent regulatory and ratemaking review and
approval. This provision is not intended to create a presumption in favor
of generation, and the Signatories acknowledge that TEP is obligated to
consider all reasonable alternatives when evaluating how to meet its
service obligations to its customers.

32 Recovery of Springerville Unit 1 non-fuel costs shall reflect a
cost of $25.67 per kW per month which approximates the levelized cost
of Springerville Unit 1 through the remainder of the primary lease term
for this generating facility. In addition, Springerville Unit 1 leasehold
improvements shall be included in TEP’s original cost rate base at net
book value as of December 31, 2006.

3.3 The Luna Generating Station shall be included in TEP’s
original cost rate base at net book value as of December 31, 2006.

34 The average base cost of fuel and purchased power reflected
in base rates shall be set at $0.028896/kWh, as calculated in Exhibit 4.

IV. COST OF CAPITAL. .

4.1 The Signatories agree that a capital structure comprised of
57.50% debt and 42.50% common equity shall be adopted for
ratemaking purposes in these consolidated dockets.

4.2 The Signatories agree that a return on common equity of
10.25% and an embedded cost of debt of 6.38% are appropriate and
shall be adopted for ratemaking purposes in these consolidated dockets.

4.3 The Signatories agree to a fair value rate of return of 5.64%,
as shown on Exhibit 1.
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V. DEPRECIATION AND COST OF REMOVAL.

5.1 For ratemaking purposes, upon the effective date of a
Commission order approving this Agreement, TEP shall use the
depreciation rates for Distribution and General plant contained in the
attached Exhibit 5 and incorporated herein.

5.2 For local and non-local generation plant, upon the effective
date of the new base rates authorized in the Commission’s order
approving this Agreement, TEP shall use the depreciation rates attached
hereto as Exhibit 5. These generation depreciation rates include an
annual accrual of $21,626,296 on an ACC jurisdictional basis as
negative net salvage (cost of removal) for “Generation,” excluding the
Luna Generating Station. The Luna Generating Station has separately
identified depreciation rates included in Exhibit 5.

VI. IMPLEMENTATION COST RECOVERY ASSET.

6.1 TEP’s original cost rate base shall include an Implementation
Cost Recovery Asset (“ICRA”) in the amount of $14,212,843 to reflect
the following costs of TEP’s transition to retail electric competition
under the 1999 Settlement Agreement:

Account Sub Component ICRA per Settlement

18190 1508 Deferred Direct Access Costs $ 11,153,016
18190 1509 Deferred Divesiture Costs $ 1,193,003
18190 1510 Deferred GenCo Separation Costs $ . 164,026
Deferred Desert Star and West Connect Funding $ 1,702,798
Total $ 14,212,843

6.2 For ratemaking purposes, the ICRA will be amortized by
TEP over a four-year period commencing with the effective date of new
rates from this proceeding and shall not be included in rate base or as an
amortization expense in TEP’s next rate case, pursuant to the Rate
Moratorium provision of Paragraphs 10.1 and 10.2 herein.
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VII. PURCHASED POWER AND FUEL ADJUSTMENT
CLAUSE.
7.1 The Signatories agree that it is in the public interest for TEP
to recover its purchased power and fuel expenses through the use of a
Purchased Power and Fuel Adjustment Clause (“PPFAC?).

7.2 TEP shall be authorized to recover its purchased power and
fuel expenses through the PPFAC as described herein. The following is
a description of the major features of the PPFAC, details of which are
included in the PPFAC Plan of Administration (“POA”), attached hereto
as Exhibit 6 and incorporated herein:

a. The allowable PPFAC costs include fuel and purchased
power costs incurred to provide service to retail customers.
Additionally, the prudent direct costs of contracts used for hedging
system fuel and purchased power will be recovered under the
PPFAC. The allowable cost components include the following
Federal Energy Regulatory Commission (“FERC”) accounts: 501
Fuel (Steam), 547 Fuel (Other production), 555 Purchased Power,
and 565 Wheeling (Transmission of Electricity by Others). These
accounts are subject to change if FERC alters its accounting
requirements or definitions.

b.  The PPFAC shall allow for recovery of demand charges and
costs of contracts used for hedging fuel and purchased power costs.

c. The average retail Base Cost of Fuel and Purchased Power
embedded in base rates is set at $0.028896 per kWh.

d. The PPFAC rate will consist of two components, the Forward
Component and the True-up Component.

e. The PPFAC Mechanism will be effective starting January 1,
2009. The PPFAC rate will be initially set at zero from January 1,
2009, through March 31, 2009. The first PPFAC Year (and
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applicable rate) will be from April 1, 2009, through March 31,
2010. The first True-up Component will include the period of
January 1, 2009, through March 31, 2009.

f.  The Forward Component will be updated on April 1** of each
year, beginning April 1, 2009, and will be the forecasted fuel and
purchased costs for the year commencing on April 1¥ and ending
 on March 31% of each individual PPFAC Year less the average
Base Cost of Fuel and Purchased Power reflected in base rates
($0.028896 per kWh).

g.  The True-up Component will reconcile any over-recovered or
under-recovered amounts from the preceding PPFAC Year which
will be credited to or recovered from customers in the next PPFAC
Year.

h. TEP will file the PPFAC Rate with all component
calculations for the PPFAC Year (that begins on the following
April 1%), including all supporting data, with the Commission on or
before October 31% of each year. TEP will update the October 31
filing by February 1* of the next year.

i.  TEP has the ability to request an adjustment to the Forward
Component at any time during a PPFAC Year should an
extraordinary event occur that causes a drastic change in forecasted
fuel and purchased power prices.

j.  All Short-Term Wholesale Sales Revenue will be credited to
fuel and purchased power costs.

k. Ten percent (10%) of annual net positive wholesale trading
profits will be credited to fuel and purchased power costs annually.
Under no circumstances will any annual net loss on wholesale
trading incurred by TEP be shared with or borne by ratepayers.
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l.  Fifty percent (50%) of the revenues from sales of sulfur
dioxide (SO,) emission allowances will be credited to fuel and
purchased power costs.

m. The Company will file monthly reports to Staff’s Compliance
Section and to RUCO detailing all calculations related to the
PPFAC in a form and substance suitable to Staff and as detailed in
the POA.

n. The Commission or Staff may review the prudence of fuel
and power purchases at any time.

0. The Commission or Staff may review any calculation
associated with the PPFAC at any time.

p. No change to the PPFAC rate shall become effective without
Commission approval.

q. The balancing account shall accrue interest based on the one-
year Nominal Treasury Constant Maturities rate. This rate is
contained in the Federal Reserve Statistical Release, H-15, or its
successor publication. The interest rate is adjusted annually on the
first business day of the calendar year.

VIII. RENEWABLE ENERGY ADJUSTOR.

The Signatories agree that the REST adjustor mechanism

recommended by Staff in its Direct Rate Design Testimony shall be
adopted.

The initial rates of the REST Adjustor Mechanism will be the

same as the REST Tariff charges approved in Decision No. 70314.

Subsequent changes to the REST Adjustor rates will be set in

connection with the annual Renewable Energy Implementation Plan
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submitted by TEP and approved by the Commission pursuant to the
Renewable Energy Standard and Tariff rules.

IX. DEMAND-SIDE MANAGEMENT PROGRAMS AND
ADJUSTOR.

9.1 The Signatories support the implementation of an appropriate
Demand-Side Management (“DSM™) Portfolio and related Adjustor for
TEP and agree to use their best efforts to implement an appropriate
DSM Portfolio and Adjustor as soon as possible.

9.2 The Signatories agree that the Commission should adopt a
DSM Adjustor mechanism for TEP to allow TEP to recover the
reasonable and prudent costs of Commission-approved DSM programs.
The initial funding level of the adjustor shall be $6,384,625. An initial
adjustor rate of $0.000639/kWh applied to all kWh sales is required to
generate the initial funding level. The DSM adjustor shall become
effective when rates from this case become effective.

9.3 TEP’s DSM adjustor mechanism shall include a performance
incentive as recommended by Staff in its Direct Rate Design Testimony.

9.4 TEP shall apply interest whenever an over-collected balance
results in a refund to customers. The interest rate shall be based on the
one-year Nominal Treasury Constant Maturities rate contained in the
Federal Reserve Statistical Release H-15 or its successor publication.

The interest rate should be adJusted annually on the first business day of
the calendar year.

9.5 TEP shall file an application by April 1* of each year for
Commission approval to reset the DSM Adjustor rates, and rates would
be reset on June 1% of each year. The total amount to be recovered by
the DSM Adjustor mechanism shall be calculated by projecting DSM
costs for the next year, adjusted by the previous year’s over- or under-
collection, and adding revenue to be recovered from the DSM
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performance incentive. The total amount to be recovered would be
divided by the appropriate projected retail sales (kWh) for the next year
to calculate the per/kWh rate.

9.6 TEP shall file semi-annual DSM reports in Docket No. E-
01933A-07-0401 (TEP’s DSM Portfolio docket) by March 1% (for
period ending December 31*) and September 1* (for period ending June
30th) of each year. The reports should contain the information set forth
in Staff’s DSM Testimony.

9.7 TEP may continue to propose new DSM programs for
Commission review and approval. TEP may recover the reasonable and
prudent costs of such Commission-approved programs through its DSM
adjustor.

X. RATE CASE MORATORIUM.

10.1 Except as otherwise expressly provided herein, TEP’s base
rates, as authorized in the Commission order approving this Agreement,
shall remain frozen through December 31, 2012, and no Signatory will
seek any change to TEP’s base rates that would take effect before
January 1, 2013.

10.2 TEP shall not submit a rate application sooner than June 30,
2012. On or after June 30, 2012, TEP may not submit a rate application
that uses a test year ending earlier than December 31, 2011. The
Signatories agree to use their best efforts to have post-moratorium rates
in place no later than thirteen months after TEP’s rate application is filed
with the Commission. For purposes of this paragraph, Staff will be
deemed to have used its “best efforts” if it endeavors to process TEP’s
rate application within the timeframes set forth in A.A.C. R14-2-103.
The Signatories recognize that Staff cannot ensure that the Commission
will act on a rate application by any date certain.
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10.3 The rate moratorium contained herein shall not preclude TEP
from requesting, or the Commission from approving, changes to specific
rate schedules or terms and conditions of service, or the approval of new
rates or terms and conditions of service, that would have a de minimus
impact upon TEP’s Arizona jurisdictional earnings. For purposes of this
Agreement, “de minimus impact” is defined as the lessor of (i) 0.04
percent (0.0004) of the agreed-upon Arizona jurisdictional fair value rate
base of $1,451,558,000, as set forth in Exhibit 1, or (ii) a $600,000
annual impact on TEP’s calendar year recorded net operating income
during the years of the rate moratorium period. Nothing contained in
this Agreement is intended to preclude the Commission from approving
changes to TEP’s tariffs or terms and conditions of service which are
consistent with this Agreement.

XI. EMERGENCY CLAUSE.

11.1 Notwithstanding anything contained herein to the contrary,
TEP shall not be prevented from requesting a change to its base rates, or
necessary changes to the PPFAC mechanism, the DSM adjustor
mechanism, or the REST adjustor mechanism, as may be applicable, that
would take effect prior to January 1, 2013, in the event of conditions or
circumstances that constitute an emergency. For the purposes of this
Agreement, the term “emergency” is limited to an extraordinary event
that is beyond TEP’s control and that, in the Commission’s judgment,
requires rate relief in order to protect the public interest. This provision
is not intended to preclude TEP from seeking rate relief pursuant to this
paragraph in the event of the imposition of a federal carbon tax or
related federal “cap and trade” system. This provision is not intended to
preclude any party from opposing an application for rate relief filed by
TEP pursuant to this paragraph.

XII. CERTIFICATE OF CONVENIENCE & NECESSITY.

12.1 The Signatories agree that a generic docket is an appropriate
means by which the Commission could address the issue of exclusivity
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of the Certificates of Convenience and Necessity (“CC&N”) of the
“Affected Utilities” as defined in A.A.C. R14-2-1601.1, should the

Commission choose to do so.

12.2 The Signatories acknowledge that TEP has the obligation to
plan for and to serve all customers in its certificated service area,
irrespective of size, and to recognize, in its planning, the existence of
any Commission direct access program and the potential for future direct
access customers. This Agreement does not bar any Party from seeking
to amend TEP’s obligation to serve or the Commission’s prospective
ratemaking treatment of TEP.

12.3 This Agreement is not intended to create, confirm, diminish,
or expand an exclusive right for TEP to provide electric service within
its certificated area where others may legally also provide such service,
to diminish or expand any of TEP’s rights to serve customers within its
certificated area, or to prevent the Commission or any other
governmental entity from amending the laws and regulations relative to
public service corporations.

XIII. RETURNING CUSTOMER DIRECT ACCESS CHARGE.

13.1 TEP will file, as a compliance item, a Returning Customer
Direct Access Charge (“RCDAC”) tariff within ninety (90) days of the
effective date of the Commission’s order approving this Agreement.
The RCDAC tariff will contain the following features: B
a. The RCDAC shall apply only to individual customers or
aggregated groups of customers with demand load of 3 MWs or
greater.

b. The RCDAC shall not apply to a customer who provides TEP
with one year’s advance written notice of intent to return to TEP
generation service and to take TEP Standard Offer service.
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c. The RCDAC rate schedule shall identify the individual
components of the potential charge, definitions of the components,
and a general framework that describes the way in which the
RCDAC would be calculated.

d. The RCDAC shall only be established to recover from Direct
Access customers the additional costs, both one-time and
recurring, that these customers would otherwise impose on other
Standard Offer customers if and when the former return to
Standard Offer service from their competitive suppliers. The
customers shall pay the RCDAC in full within one year of the
RCDAC being assessed.

13.2 The Signatories agree that a RCDAC as described above is in
the public interest and should be adopted.

XIV. 1999 SETTLEMENT AGREEMENT.

14.1 The Signatories recognize that Decision No. 62103 and the
1999 Settlement Agreement were designed to allow a transition to retail
electric competition within a specific time period. Inasmuch as the
transition to retail electric competition has thus far not occurred and the
time periods applicable to Decision No. 62103 and to the 1999
Settlement Agreement have passed, the Signatories recognize that it is
necessary to address the prospective regulatory treatment that is
appropriate for TEP under these circumstances.

14.2 To the extent that any party to the 1999 Settlement
Agreement or any other party contends that the provisions of this
Agreement are inconsistent with Decision No. 62103, the Signatories
request that the Commission amend Decision No. 62103 to be consistent
with this Agreement.
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14.3 Under the circumstances in which TEP currently operates, it
is appropriate to determine TEP’s rates pursuant to cost-of-service
ratemaking principles.

14.4 Upon the Commission’s issuance of a final, non-appealable
order approving this Agreement, TEP shall forego all claims relating to
any alleged breach of contract resulting from or related to the 1999
Settlement Agreement and/or Decision No. 62103.

14.5 Upon the Commission’s issuance of a final, non-appealable
order approving this Agreement, TEP shall not seek to recover, in this or
any subsequent proceeding, any amount that it claims is attributable to
its alleged damages allegedly related to setting its rates under cost-of-
service ratemaking principles.

14.6 Upon the Commission’s issuance of a final, non-appealable
order approving this Agreement, TEP shall not seek to recover, in this or
any subsequent proceeding, any amount that it claims is attributable to
any alleged damages allegedly related to the rate freeze adopted by the
Commission in Decision No. 62103.

14.7 Upon the Commission’s issuance of a final, non-appealable
order approving this Agreement, TEP shall forego any and all claims
related in any way to Decision No. 62103 or the 1999 Settlement
Agreement.

14.8 Upon the Commission’s issuance of a final, non-appealable
order approving this Agreement, each Signatory hereby releases and
forever discharges each other Signatory and the Commission from any
and all claims, actions, and demands, of any nature whatsoever, past or
present, whether arising out of any Commission order, statute,
regulation, breach of contract, or any other theory, whether legal or
equitable, including any claims, losses, costs or damages, in each case
whether known or unknown, which such other Signatory or the
Commission ever had, now have, or may in the future claim to have,
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arising from or pertaining to the 1999 Settlement Agreement and
Decision No. 62103. '

14.9 The Signatories recognize that certain waivers were provided
to TEP under the 1999 Settlement Agreement. As these waivers were
previously evaluated in the context of the then-contemplated transition
to competition, they may not continue to be in the public interest. The
Signatories agree that TEP shall file an application with the Commission
addressing all of these waivers within ninety (90) days of the issuance of
a Commission order approving this Agreement. In that proceeding, the
Commission shall evaluate whether these waivers remain appropriate.

XV. FIXED CTC TRUE-UP REVENUES.

15.1 Certain issues related to the Fixed CTC True-up revenues
remain unresolved by this Agreement, and the Signatories agree to
present their respective positions in the hearing scheduled in this
proceeding.  Specifically, the Signatories shall present to the
Commission their respective positions as to when TEP’s new rates may
go into effect and how TEP’s Fixed CTC True-up revenues, as defined
in Decision No. 69568, should be calculated and treated. The
Signatories may present evidence to the Commission in the hearings
scheduled in these consolidated dockets regarding these issues. This
provision is not intended to limit any party’s ability to present its
position on these issues.

15.2 To the extent that the Commission determines that any Fixed
CTC True-up revenues are to be credited to customers, then TEP agrees
that an amount equal to any such Fixed CTC True-up revenues, up to
$32.5 million, shall be credited to customers in the PPFAC balancing
account. ‘

15.3 The Commission shall determine the disposition of additional
Fixed CTC True-up revenues, if any, to be credited to customers.
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XVI. RATE DESIGN.
A. Rate Spread.

16.1 Except as set forth in Paragraph 16.28, the base revenue
increase is to be spread across all customers such that each rate schedule
shall reflect the same increase of 6.1% in adjusted base revenues as
shown on Exhibit 7. The 6.1% increase is the result of holding low-
income customers harmless from the rate increase. Selected rate
schedules are attached as Exhibit 8.

16.2 This increase also applies to TEP’s existing time-of-use
schedules, which will be frozen to new subscription.

B. Inclining Block Rate Structure.

| 16.3 The Signatories agree that rate design can be used as an
important energy conservation incentive. To accomplish this goal for
the Residential Rate 01 service classification, the rate structure shall be
redesigned as an inclining block rate, meaning that the unit price of
electricity, excluding the customer charge, shall increase as consumption
increases.

16.4 Residential Rate 01 shall have three blocks and shall be
seasonally (summer/winter) differentiated with the first block applicable
to kWh usage from O to 500 kWhs. The second block will be for usage
of the next 3,000 kWhs or 501 kWhs to 3,500 kWhs. The third block
will be for usage above 3,500 kWhs.

16.5 This rate structure recognizes that there are a large
percentage of users that have relatively small usage, while also
recognizing that a relatively small amount of users use a relatively large
amount of energy. For example, during the Summer Period for
Residential Rate 01, 27% of all bills are for usage under 500 kWhs per
month. For those customers, the average usage is only 280 kWhs per
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month. In contrast, only 1.4% of all Residential Rate 01 bills contain

usage above 3,500 kWhs. For these customers, the average usage is
4,766 kWhs per month.

16.6 General Service Rate 10 shall be redesigned to have an
inclining block structure with two rates. The first rate shall apply to the
first 500 kWhs per month, and the second rate for usage above 500
kWhs. Similar to Residential Rate 01, many General Service Rate
customers are small users with 30% of the usage in this rate class falling

under 500 kWhs. For these customers, average usage is approximately
200 kWhs.

C. Time-of-Use.

16.7 The Signatories agree that sending price signals to customers
as to how TEP’s cost to serve may change in different times of the year
and times of the day provides an important energy conservation
incentive. = The Signatories therefore agree that expanding the
availability of time-of-use rate schedules is in the public interest. All
time-of-use rate schedules shall be available on an optional basis. Time-
of-use will not be mandatory for any customer.

16.8 TEP will implement new time-of-use schedules that will be
open for new subscription. Under newly implemented time-of-use rates,
all residential, general service, large general service, and large light and
power customers will be offered a time-of-use option.

16.9 TEP commits to design a program to educate customers on
the potential for load shifting and bill reduction under time-of-use rates,
and will make a good faith effort to promote time-of-use so as to
increase subscription thereto.

16.10 TEP shall offer three new optional residential time-of-use
schedules to replace the current (to-be-frozen) Rate 70. The customer
charges under the three new rates will be $8.00 per month.
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16.11 The three new residential options shall be offered to allow a
customer to choose a schedule fitting his lifestyle and to result in load
shifting that will be beneficial to system operations.

16.12 The three new residential time-of-use schedules shall offer
customers flexibility for weekend usage, which should make the new
optional rates attractive to potential subscribers.

16.13 In order for customers to clearly see the advantages of
shifting power to the off-peak period, there are several key elements of
the residential time-of-use schedules as compared to the non-time-of-use
schedules:

a) Each time-of-use option will have the same inclining block
rate structure as the non-time-of-use schedule.

b)  The rate for the shoulder period for the time-of-use schedules
will be between the peak and off-peak rate.

¢) The rate for the peak periods for the time-of-use schedules
will be higher than the rate for the non-time-of-use schedule.

d) The rate for the off-peak periods for the time-of-use
schedules will be lower than the rate for the non-time-of-use
schedule.

16.14 Time-of-use rates shall be seasonally differentiated.
“Summer” shall include the billing months of May through October.
“Winter” shall include the billing months of November through April.

16.15 New time-of-use schedules shall include:
Rate 70N-B Residential Time-of-Use — (Weekend Shoulder)
Rate 70N-C Residential Time-of-Use — (Weekend Super-
Peak) |
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Rate 70N-D Residential Time-of-Use — (Weekend Off-Peak)
Rate 201BN Special Residential Time-of-Use (Guarantee
Home)

Rate 201CN Special Residential Time-of-Use/Solar
(Guarantee Home)

Rate 76N General Service Time-of-Use

Rate 85N Large General Service Time-of-Use

Rate 90N Large Light and Power Time-of-Use

16.16 Under Rate 70N-B (Weekend Shoulder), on summer
weekends and selected holidays, the shoulder period will be 2 p.m. - 8
p.m. with no peak period. On winter weekends and selected holidays,
there will be only an evening peak from 5 p.m. - 9 p.m. The winter
morning peak period (6 a.m. - 10 a.m.), which applies on weekdays, will

; be treated as off-peak. Weekday hours under Rate 70N-B will be as

follows: Summer Peak, 2 p.m. - 6 p.m.; Summer Shoulder, 12:00 noon -
2 p.m. and 6 p.m. - 8§ p.m.; and Winter Peak, 6 am. —- 10 am. and 5
p.m. -9 p.m.

16.17 Under Rate 70N-C (Weekend Super-Peak), there will be no
weekend and holiday shoulder. On summer weekends and selected
holidays, there will be a four-hour peak period from 2 p.m. - 6 p.m. All
other weekend/holiday hours will be off-peak. On winter weekends and
selected holidays, there will be a four-hour peak period from 5 p.m. - 9
p.m. The winter moming peak period (6 a.m. - 10 a.m.), which applies
on the weekdays, is treated as off-peak. Weekday hours under Rate
70N-C match 70N-B. The hours differ only on weekends.

16.18 Under Rate 70N-D (Weekends Off-Peak), all weekend and
selected holiday hours will be off-peak. Weekday hours under Rate
70N-C match 70N-B. The hours differ only on weekends.

16.19 The new non-residential time-of-use rates shall apply to each
day of the year, with no distinction for weekdays, weekend days, or
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holidays. Peak demand charges, where they exist, will apply to periods
designated as shoulder, in addition to peak periods.

16.20 The non-residential time-of-use schedules will have a
summer on-peak period from 2 p.m. - 6 p.m., and two shoulder periods
from 12 noon - 2 p.m. and 6 p.m. - 8§ p.m. Other summer hours will be
off-peak. The winter peak period shall run from 6 am. - 10 am. and 5
p-m. - 9 p.m. Other winter hours shall be off-peak.

16.21 Current residential time-of-use rate schedules shall be frozen
to new subscription. Frozen rate schedules shall remain in place for
existing customers at existing sites or delivery points. New customers
will not be eligible for service under frozen schedules.

16.22 Frozen time-of-use schedules shall include:

Rate 21 Residential Time-of-Use

Rate 70 Residential Time-of-Use (with shoulder)

Rate 201B Special Residential Time-of-Use (Guarantee
Home)

Rate 201C Special Residential Time-of-Use/Solar (Guarantee
Home)

Rate 76 General Service Time-of-Use

Rate 85A Large General Service Time-of-Use

Rate 85F Large General Service Time-of-Use

Rate 90A Large Light and Power Time-of-Use

Rate 90F Large Light and Power Time-of-Use

16.23 TEP agrees to publicize in a manner agreeable to Staff the
current Residential TOU Rate 70 so as to give customers a final
opportunity to subscribe before the schedule is closed to all new
subscription.
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D. Other Rate Design Changes.

16.24 The customer charge in Residential Rate 01 shall be $7.00
per month.

16.25 Time-of-Use Rates Large General Service Rate 85N and
Large Light and Power Rate 90N shall be seasonally differentiated and
have substantial non-fuel cost recovery through demand charges, which
will help TEP to control peak demand.

16.26 Unbundled rates shall be designed such that the generation
component is near cost (so as to facilitate economically efficient direct

access), and the transmission component is tied to the FERC Open
Access Transmission Tariff (“OATT”).

16.27 Off-peak demand charges under Large General Service TOU
Rate 85N, to be implemented under this Agreement, will apply to all off-
peak kWs, rather than only off-peak kWs in excess of some threshold
percent (e.g., 150%) of on-peak kWs (as in the case of Off-Peak Excess
Demand Charges found in some of TEP’s current Large General Service
and Large Light and Power schedules). In contrast, Large Light and
Power TOU Rate 90N, to be implemented under this Agreement, will
continue the use of Excess Demand Charges.

E. Low-Income Tariffs.

16.28 The approximate 6% increase in base revenue will not apply
to the existing low-income programs. As a result, all rate schedules
except for the low-income schedules will receive a 6.1% increase. This
holds current low-income customers harmless from the rate increase.

16.29 The following low-income tariffs will be frozen:
R-0401F - FROZEN, R-0421F - FROZEN, R-0470F - FROZEN, R-
0501F - FROZEN, R-0521F - FROZEN, R-0570F - FROZEN, R-
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05201AF - FROZEN, R-05201BF - FROZEN, and R-0621F - FROZEN,
R-0821F — FROZEN. In the naming convention, the first two numbers
correspond to the current low-income rider. The last numbers
correspond to the existing rate to which the discount is applied.
Therefore, R-0401F indicates existing low-income Rider 4 combined
with existing Residential Rate 1.

16.30 The following low-income tariffs will remain open to new
subscription: R-0601, R-0670, R-06201A, R-06201B, R-0801, R-0870,
R-08201A, and R-08201B, R-08201C, and R-06201C.

16.31 Low income customers, both under frozen low-income tariffs
and unfrozen low-income tariffs, will not be subject to the PPFAC.
Incremental fuel and purchased power costs that these low-income
customers would have otherwise paid under the PPFAC will be
recovered from all remaining customers subject to the PPFAC.

XVIIL. RULES AND REGULATIONS.

17.1 TEP shall file its Rules and Regulations, including the
changes proposed by TEP in its rate application and the changes thereto
proposed by Staff, no later than June 11, 2008. It is the Signatories’
understanding that the changes to TEP’s Rules and Regulations shall not
be inconsistent with the provisions of this Agreement.

17.2 Any Signatory to this Agreement shall raise in the hearing
any contentions as to whether the Rules and Regulations proposed
pursuant to Paragraph 17.1 are inconsistent with the terms of this
Agreement or are otherwise inappropriate.

17.3 Among the significant changes to TEP’s rules and
regulations is the elimination of free footage from TEP’s line extension
tariffs.
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XVIIL. ADDITIONAL TARIFF FILINGS.

18.1 TEP agrees to file within ninety (90) days of the effective
date of the Commission’s approval of this Agreement the following
tariffs, to be developed in consultation with Staff and interested
stakeholders, as compliance items for Commission approval:

a. New Partial Requirements Tariffs that both protect TEP’s
ability to recover fixed costs and facilitate the development of
renewable energy projects and environmentally friendly self-
generation. These tariffs will be designed so as to not inhibit the
installation of large scale solar or other renewable projects. The
new Partial Requirement Tariffs shall provide for supplemental,
standby, and maintenance services. Supplemental service shall be
based on the unbundled delivery price components applicable to
full requirements customers. Maintenance service shall be
provided at a rate that recognizes that usage may be scheduled at
times with lower cost-to-serve. Standby service shall be priced at
such a level that balances the cost recovery needs of TEP with the
desires of stakeholders to promote economically viable self-
generation.

b.  An Interruptible Tariff that provides a range of options with
respect to notice requirements, duration, and frequency, and that
will provide credits to participating customers based on avoided
capacity costs. The interruptible program could also have options
for “economic interruptions” as well as interruptions based on
capacity or transmission constraints.

c. A Demand Response Program Tariff that establishes a
voluntary program whereby customers reduce demand levels for
specified durations upon notification by TEP that a critical
situation exists. TEP will focus on enrolling interested commercial
and industrial customers whose operations permit them to commit
to specific load reduction targets during critical periods. The
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program will be designed so as to balance TEP’s need to reduce
peak demand with the customers’ desire to maintain viable
operations. TEP and stakeholders will also explore the potential
advantages of a program through which interested parties could
receive bill credits for verifiable demand reduction over expanded
hours with high incremental costs. The bill credit program would
be in addition to, not in place of, a voluntary program with no
payments. Finally, TEP will explore notification methods whereby
smaller customers, such as residential customers and smaller
general service customers, can contribute to critical period load
reduction.

d. A Bill Estimation Tariff that reflects the terms and
procedures contained in TEP’s Rules and Regulations, and
additionally addresses specific permutations of demand and energy
estimation for situations with varying history (e.g., at least twelve
(12) months, less than twelve (12) months, or no history), status of
customer at premise (new customer or existing customer), and
status of premise (at least twelve (12) months premise history, less
than twelve (12) months of premise history, or new premise).

XIX. FUEL AUDIT.

19.1 TEP agrees to implement the fuel audit recommendations set
forth by Staff in its Direct Testimony, except that the fuel audit
recommendations need not be completed prior to the implementation of
the PPFAC. TEP should file an implementation plan within ninety (90)
days of the effective date of the Commission’s order approving this
Agreement.

XX. MISCELLANEOUS PROVISIONS.

20.1 The Signatories agree that all currently filed testimony and
exhibits shall be offered into the Commission’s record as evidence. The
Signatories acknowledge that the filing of testimony was suspended
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before Staff and the Intervenors filed their surrebuttal testimony. But for
the suspension of the filing, some of the Signatories would have opposed
TEP’s rebuttal testimony and filed motions to strike certain TEP
testimony that they believe was inappropriate. In the event that hearings
resume on the 2007 Rate Application and the Motion to Amend, the
Signatories reserve the right to file surrebuttal testimony, to file any
motions to strike, or to seek any other relief.

20.2 The Signatories recognize that Staff does not have the power
to bind the Commission. For purposes of proposing a settlement
agreement, Staff acts in the same manner as any party to a Commission
proceeding.

20.3 This Agreement shall serve as a procedural device by which
the Signatories will submit their proposed settlement of these
consolidated dockets to the Commission. Except for Paragraphs 16.23,
20.1-20.9, 20.12-20.13, and 20.15, this Agreement will not have any
binding force or effect unt11 its provisions are adopted as an order of the
Commission.

20.4 The Signatories recognize that the Commission will
independently consider and evaluate the terms of this Agreement. If the
Commission issues an order adopting all material terms of this
Agreement, such action shall constitute Commission approval of the
Agreement. Thereafter, the Signatories shall abide by the terms as
approved by the Commission.

20.5 In the event that the Commission fails to issue a final Order
before December 31, 2008, any Signatory to this Agreement may
withdraw from the Agreement, and such Signatory or Signatories may
pursue their respective remedies.

20.6 If the Commission fails to issue an order adopting all
material terms of this Agreement, any or all Signatories may withdraw
from this Agreement, and such Signatory or Signatories may pursue
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without prejudice their respective remedies. For the purposes of this
Agreement, whether a term is material shall be left to the discretion of
the Signatory choosing to withdraw from the Agreement.

20.7 If TEP elects to withdraw from this Agreement pursuant to
paragraphs 20.5 or 20.6, the Agreement shall become null and void and
of no further force or effect.

20.8 This Agreement represents the Signatories’ mutual desire to
compromise and settle disputed issues in a manner consistent with the
public interest. The terms and provisions of this Agreement apply solely
to and are binding only in the context of the purposes and results of this
Agreement. Nothing in this Agreement shall be construed as an
admission by any Signatory that any of the positions or actions they
have taken in the Motion to Amend, the 2007 Rate Application, or
otherwise with respect to the 1999 Settlement Agreement are
unreasonable or unlawful. Execution of the Agreement by the
Signatories is without prejudice to any position taken by any of the
Signatories in the Motion to Amend, the 2007 Rate Application, or
otherwise with respect to the 1999 Settlement Agreement.

20.9 No Signatory is bound by any position asserted in
negotiations, except as expressly stated in this Agreement. Evidence of
conduct or statements made in the course of negotiating this Agreement
shall not be admissible before this Commission, any other regulatory
agency, or any court. None of the positions taken herein by any
Signatory or in the negotiations surrounding this Agreement may be
referred to, cited, or relied upon, as precedent or otherwise, in any other
proceeding before the Commission, any other regulatory agency, or
before any court for any other purpose except in furtherance of the
purposes of this Agreement.

20.10 To the extent any provision of this Agreement is inconsistent
~ with any existing Commission order, rule, or regulation, this Agreement
shall control.
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20.11 Any future Commission order, rule, or regulation shall be
construed and administered, to the extent possible, in a manner so as not
to conflict with the specific provisions of this Agreement, as approved
by the Commission. Nothing contained in this Agreement is intended to
interfere with the Commission’s authority to exercise any regulatory
authority by the issuance of orders, rules, or regulations.

20.12 The Signatories shall make all reasonable and good faith
efforts necessary to obtain a Commission order approving this
Agreement. The Signatories shall not take, support, or propose any
action which would be inconsistent with this Agreement. Nothing
contained in this Agreement is intended to otherwise interfere with any
Signatory’s ability to advocate its own position pursuant to Paragraphs
20.1 and 20.5-20.9 of this Agreement.

20.13 The Signatories shall actively defend this Agreement before
the Commission, any other regulatory agency, or court in the event of
any challenge to its validity or implementation. The Signatories
expressly recognize, however, that Staff shall not be obligated to file any
document or take any position that is inconsistent with a Commission
order in this matter.

20.14 The terms of this Agreement are not severable, and each of
such terms is in consideration of all other terms of this Agreement.

20.15 This Agreement may be executed in any number of
counterparts and by each Signatory on separate counterparts, each of
which when so executed and delivered shall be deemed an original and
all of which taken together shall constitute one and the same instrument.
This Agreement also may be executed electronically or by facsimile.
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AGREED to as of this Py day of 2.7 2008

ARIZONA CORPORATION COMMISSION UTILITIES DIVISION

By: fé,//‘”‘—_\

Ermest G. Johnson
Director, Utilities Division
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TUCSON ELECTRIC POWER COMPANY

]

& /
Ja S. Pignatelli

Chairman, President and Chief Executive Officer




RESIDENTIAL UTILITY CONSUMER OFFICE

Title:

Date:
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SOUTHWESTERN POWER GROUP, II, LLC

el

Date: 5//2 g/() &




INTERNATIONAL BROTHERHOOD OF ELECTRIC

WORKERS LOCAL 1116

{

p——

Nitholas'J. Eﬁoch,'Esq.

Lubin & Enoch, P.C.

349 North Fourth Avenue
Phoenix, Arizona 85003
Telephone: (602) 234-0008
Facsimile: (602) 626-3586
E-mail: nicholas.enoch@azbar.org

By:

Title: Attorney

Date: May 29, 2008




SEMPRA ENERGY SOLUTIONS LLC

William B. Goddard
Commodity Supply & Operations

Title: Vice President

Date: 5-28- OB




ARIZONANS FOR ELECTRIC CHOICE AND COMPETITION

i President

Dated May 29, 2008
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PHELPS DODGE MINING COMPANY

@zea.%’j’

Its Vice pté':hclt'vt‘['

Dated  May 22, Z008
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PRIVILEGED AND CONFIDENTIAL SETTLEMENT COMMUNICATION
SUBJECT TO FED. R. EVID. 408 AND STATE LAW EQUIVALENT
TEP 041508 DRAFT

BOWIE POWER STATION, LLC

By W |
G@y\-e_r'oi M Q’*’\‘Lé er- |
5 / 2 8/ oy
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PRIVILEGED AND CONFIDENTIAL SETTLEMENT COMMUNICATION
SUBJECT TO FED. R. EVID. 408 AND STATE LAW EQUIVALENT
TEP 0415408

THE KROGER CO.

[ o

KurtJ.Boehm.EBsq.

Title: Attorney For The Kroger Co.
Date: May 29, 2008
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MESQUITE POWER, LLC

By: Foores s XD R%&g“"m ?Qtw

Title: (l}”’&aumw%

Date; Xtissy 38 300 F




UNITED STATES DEPARTMENT OF DEFENSE AND ALL OTHER -
FEDERAL EXECUTIVE AGENCIES

GEy5)
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ARIZONA INVESTMENT COUNCIL

o S A

U
Title: ﬁ‘er.' At

Date: ftay 27 2028




ARIZONA COMMUNITY ACTION ASSOCIATION

By C@éﬂm{/ 7{}'\’
Exec Director
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Revised Settlement Exhibit No. 3

Page 1 of 1
TUCSON ELECTRIC POWER COMPANY
SUMMARY PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006

PER SETTLEMENT - 6% OVERALL INCREASE

SUMMARY PAGE
Residential  Commercial Industrial Public ) iahtin Mines TOTAL
Authority ghting
Customers 357,254 34,743 14 35 26 2 392,074
kWhs 3,864,352,371 3,314,379,658 948,945,003 225,259,044 41,015,127 924,897,900 9,318,849,103
Current Revenues $347,836,625 $308,402,277 $58,805,533 $16,053,066 $4,450,206 $45,544,537 $781,092,244
Proposed Revenues $368,376,793  $327,326,477 $62,413,914 $17,038,066 $4,723,465 $48,338,959 $828,217,672
Percent Increase 5.9% 6.1% 6.1% 6.1% 6.1% 6.1% 6.0%
Fuel & Purchased Power
TOTAL SALES Avg Rate per

CLASS (kWh) Revenue Class As a Percent
Residential 3,864,352,371 116,817,321 0.030229 43%
Commaercial 3,314,379,658 95,220,881 0.028730 35%
Industrial 948,945,003 26,200,236 0.027610 10%
Mining 924,897,900 23,741,602 0.025669 5%
Public Authority 225,259,044 6,237,791 0.027692 2%
Lighting 41,015,127 1,058,888 0.025817 0%
Total 9,318,849,103 269,276,718 0.028896
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TUCSON ELECTRIC POWER COMPANY
LIFE LINE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Line No. Pricing Plan Determinants Existing Rates Requirement Proposed Rate Revenue
RESIDENTIAL - SENIOR LIFELINE FROZEN -R0401F
Customers (Single-Phase) 34,147 $4.90 $4.90 $167,320
Summer
1st 500 kWhs 7,822,797 $0.090921 $0.090921 711,257
3,000 kWhs 5,366,439 $0.090921 $0.090921 487,922
Winter
1st 500 kWhs 5,308,943 $0.078970 $0.078970 419,247
3,000 kWhs 3,483,881 $0.078970 $0.078970 275,122
TOTAL REVENUE $2,060,872 2,060,868
TOTAL R-0104F kwh 21,982,060 -$4
Cust 2,846
DISCOUNT -$478,817
RESIDENTIAL - SENIOR LIFELINE FROZEN - R0421F
Customer Charge 76 $6.86 $6.86 $521
Summer On Peak kWhs 14,396 $0.125413 $0.125413 $1,805
Summer Off Peak kWhs 21,368 $0.050165 $0.050165 $1,072
Winter On Peak kWhs 12,633 $0.099018 $0.099018 $1,251
Winter Off Peak kWhs 41,013 $0.050165 $0.050165 $2,057
TOTAL REVENUE $6,707 6,707
$0
TOTAL R-0421F kwWh 89,410
Cust 6
DISCOUNT -$1,558
RESIDENTIAL - SENIOR LIFELINE FROZEN - R0470F
Customers 122 $6.78 $6.78 $827
Summer On Peak kWhs 12,367 $0.184171 $0.184171 $2,278
Summer Off Peak kWhs 51,483 $0.058160 $0.058160 $2,994
Summer Shoulder Peak kWhs 4,884 $0.116318 $0.116318 $568
Winter On Peak kWhs 9,846 $0.126011 $0.126011 $1,241
Winter Off Peak kWhs 34,940 $0.043619 $0.043619 $1,524
TOTAL REVENUE $9,432 $9,432
$0
TOTAL R-0470F kWh 113,520
Cust 10
DISCOUNT -$2,191
RESIDENTIAL - LIFELINE FROZEN -R0501F
Customers (Single-Phase) 68,457 $4.90 $4.90 $335,438
Summer
1st 500 kWhs 20,649,467 $0.090921 $0.090921 1,877,470
3,000 kWhs 14,165,535 $0.090921 $0.090921 1,287,945
Winter
1st 500 kWhs 14,013,765 $0.078970 $0.078970 1,106,667
3,000 kWhs 9,196,236 $0.078970 $0.078970 726,227
TOTAL REVENUE T $57333,758 5,333,748
-$10
TOTAL R-0501F kWh 58,025,003
Cust 5,705
DISCOUNT -$509,790

Revised Settlement Exhibit No. 3
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TUCSON ELECTRIC POWER COMPANY
LIFE LINE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Line No. Pricing Plan Determinants Existing Rates Requirement Proposed Rate Revenue
RESIDENTIAL - LIFELINE FROZEN -R0521F
Customer Charge ’ 209 $6.86 $6.86 $1,434
Summer On Peak kWhs 50,261 $0.125413 $0.125413 $6,303
Summer Off Peak kWhs 74,606 $0.050165 $0.050165 $3,743
Winter On Peak kWhs 20,718 $0.099018 $0,099018 $2,051
Winter Off Peak kWhs 67,265 $0.050165 $0.050165 $3,374
TOTAL REVENUE $16,906 16,906
$0
TOTAL R-0521F kWh 212,850
Cust 17
DISCOUNT -$1,616
RESIDENTIAL - LIFELINE FROZEN -R0570F
Customers 593 $6.78 $6.78 $4,021
Summer On Peak kWhs 62,455 $0.184171 $0.184171 $11,502
Summer Off Peak kWhs 259,993 $0.058160 $0.058160 $15,121
Summer Shoulder Peak kWhs 24,664 $0.116318 $0.116318 $2,869
Winter On Peak kWhs 49,723 $0.126011 $0.126011 $6,266
Winter Off Peak kWhs 176,452 $0.043619 $0.043619 $7.697
TOTAL REVENUE $47,475 $47,475
$0
TOTAL R-0570F kWh 573,287
Cust 49
DISCOUNT -$4,538
RESIDENTIAL - LIFELINE FROZEN -R05201AF
Customers (Single-Phase) 159 $4.90 $4.90 $779
Mid-Summer kWhs 71,979 $0.080920 $0.090920 6,544
Remaining Summer kWhs 54,657 $0.074191 $0.074191 4,055
Winter kWhs 92,033 $0.064440 $0.064440 5,931
TOTAL REVENUE $17,309 $17,309 ‘
$0
TOTAL R-05201AF kwh 218,670
Cust 13
DISCOUNT -$1,654
RESIDENTIAL - LIFELINE FROZEN -R05201BF
Customers 26 $6.78 $6.78 $176
Mid-Summer On Peak kWhs 1,880 $0.184171 $0.184171 $348
Mid-Summer Off Peak kWhs 7,659 $0.058160 $0.058160 $445
Mid-Summer Shoulder Peak kWhs 777 $0,116318 $0.116318 $90
Remaining Summer On Peak kWhs 1,198 $0.146415 $0.146415 $176
Remaining Summer Off Peak kWhs 4,878 $0.046236 $0.046236 $226
Remaining Summer Shoulder Peak kWhs 456 $0.092473 $0.092473 $42
Winter On Peak kWhs 3,499 $0.100178 $0.100179 $351
Winter Off Peak kWhs 11,142 $0.034673 $0.034673 $386
TOTAL REVENUE $2,240 $2,240
30
TOTAL R-05201BF kWh 31,500
Cust 2

Revised Settlement Exhibit No. 3
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Page 3of 5
TUCSON ELECTRIC POWER COMPANY
LIFE LINE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Determinants Existing Rates Requirement Proposed Rate Revenue
RESIDENTIAL - LIFELINE ($8 DISCOUNT -R0601F (FROZEN)
Customers (Single-Phase) ' 92,342 $4.90 $4.90 $452,476
Summer
1st 500 kWhs 25,447,243 $0.090921 $0.090921 2,313,689
3,000 kWhs 17,456,808 $0.090921 $0.090921 1,587,190
Winter
1st 500 kWhs 17,269,776 $0.078970 $0.078970 1,363,794
3,000 kWhs 11,332,924 $0.078970 $0.078970 894,961
TOTAL REVENUE $6,612,123 $6,612,110
-$13
TOTAL R-0601F kWh 71,506,752
Cust 7,695
DISCOUNT -$760,937
RESIDENTIAL - LIFELINE ($8 DISCOUNT -R0621F)
Customer Charge 277 $6.86 $6.86 $1,900
Summer On Peak kWhs 81,686 $0.125413 $0.125413 $10,244
Summer Off Peak kWhs 121,253 $0.050165 $0.050165 $6,083
Winter On Peak kWhs 33,672 $0.099018 $0.099018 $3,334
Winter Off Peak kWhs 109,322 $0.050165 $0.050165 $5,484
TOTAL REVENUE $27,046 $27,046
$0
TOTAL R-0621F KwWh 345,933
Cust 23
DISCOUNT «$3,112
RESIDENTIAL - LIFELINE ($8 DISCOUNT - R0670F)
Customers 666 $6.78 $6.78 $4,515
Summer On Peak kWhs 68,711 $0.184171 $0.184171 $12,655
Summer Off Peak kWhs 286,037 $0.058160 $0.058160 $16,636
Summer Shoulder Peak kWhs 27,135 $0.116318 $0.116318 $3,156
Winter On Peak kWhs 54,704 $0.126011 $0.126011 $6,893
Winter Off Peak kWhs 194,127 $0.043619 $0.043619 $8,468
TOTAL REVENUE $52,323 $52,323
$0
TOTAL R-0670F kWh 630,714
Cust 56
DISCOUNT -$6,021
RESIDENTIAL ~ LIFELINE ($8 DISCOUNT - R06201AF)
Customers (Single-Phase) 513 $4.90 $4.90 $2,514
Mid-Summer kWhs 197,796 $0.090920 $0.080920 17,984
Remaining Summer kWhs 150,197 $0.074191 $0.074191 11,143
Winter kWhs 252,904 $0.064440 $0.064440 16,297
TOTAL REVENUE $47,938 $47,938
$0
TOTAL R-06201AF kWh 600,897
Cust 43
DISCOUNT -$5,517
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TUCSON ELECTRIC POWER COMPANY
LIFE LINE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Line No. Pricing Plan Determinants Existing Rates Requirement Proposed Rate Revenue
RESIDENTIAL - LIFELINE ($8 DISCOUNT - R062018F)
1 Customers 12 $6.78 $6.78 $81
2 Mid-Summer On Peak kWhs 992 $0.184171 $0.184171 $183
3 Mid-Summer Off Peak kWhs 4,018 $0.058160 $0.058160 $234
4 Mid-Summer Shoulder Peak kWhs 408 $0.116318 $0.116318 $47
5 Remaining Summer On Peak kWhs 629 $0.146415 $0.146415 $92
6 Remaining Summer Off Peak kWhs 2,560 $0.046236 $0.046236 $118
7 Remaining Summer Shoulder Peak kWhs 240 $0.092473 $0.092473 $22
8 Winter On Peak kWhs 1,836 $0.100179 $0.100179 $184
9 Winter Off Peak kWhs 5,847 $0.034673 $0.034673 $203
10 TOTAL REVENUE $1,164 $1,164
(A $0
12 TOTAL R-06201BF kWh 16,530
13 Cust 1
14 DISCOUNT -$134
RESIDENTIAL - LIFELINE MEDICAL LIFE SUPPORT -R0801F (FROZEN)
15 |Customers (Single-Phase) 8,508 $4.90 $4.90 $41,679
Summer
16  |1st 500 kWhs 3,233,238 $0.090921 $0.090921 293,969
17 {3,000 kWhs 2,218,001 $0.090821 $0.090921 201,663
Winter
18  {1st 500 kWhs 2,194,237 $0.078970 $0.078970 173,279
19 3,000 kWhs 1,439,922 $0.078970 $0.078970 113,711
20 TOTAL REVENUE $824,303 $824,301
21 -$2
22 TOTAL R-0801F kwh 9,085,358
23 Cust 708
24 |DISCOUNT -$226,572
RESIDENTIAL - LIFELINE MEDICAL LIFE SUPPORT -R0821F (FROZEN)
25 |Customer Charge 67 $6.86 $6.86 $460
26 [Summer On Peak kWhs 16,761 $0.125413 $0.125413 $2,102
27  [Summer Off Peak kWhs 24,879 $0.050165 $0.050165 $1,248
28  |Winter On Peak kWhs 6,909 $0.089018 $0.099018 $684
29 {Winter Off Peak kWhs 22,431 $0.050165 $0.050165 $1,125
30 {TOTAL REVENUE $5,619 $5,619
31 $0
32 |TOTAL R-0821F kWh 70,980
a3 Cust 6
34 |DISCOUNT -$1,544
RESIDENTIAL - LIFELINE MEDICAL LIFE SUPPORT -R0870F (FROZEN)
35 |Customers 141 $6.78 $6.78 $956
36  |Summer On Peak kWhs 17,036 $0.184171 $0.184171 $3,138
37  {Summer Off Peak kWhs 70,919 $0.058160 $0.058160 $4,125
38  |Summer Shoulder Peak kWhs 6,728 $0.116318 $0.116318 $783
39  |Winter On Peak kWhs 13,563 $0.126011 $0.126011 $1,709
40  {Winter Off Peak kWhs 48,131 $0.043618 $0.043619 $2,099
41 |TOTAL REVENUE $12,809 $12,809
42 $0
43 TOTAL R-0870F kWh 156,378
44 Cust 12
45 |DISCOUNT -$3,521

Revised Setflement Exhibit No. 3
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TUCSON ELECTRIC POWER COMPANY
LIFE LINE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Determinants Existing Rates Requirement Proposed Rate Revenue
RESIDENTIAL - LIFELINE MEDICAL LIFE SUPPORT -R08201AF (FROZEN)
Customers (Single-Phase) 18 $4.90 $4.90 $88
Mid-Summer KWhs 4,677 $0.090920 $0.090920 425
Remaining Summer kWhs 3,552 $0.074191 $0.074191 264
Winter kWhs 5,981 $0.064440 $0.064440 385
TOTAL REVENUE $1,162 $1,162
$0
TOTAL R-08201AF kWh 14,210
Cust 2
DISCOUNT -$320
RESIDENTIAL - LIFELINE SUMMARY
CUSTOMERS kWh DISCOUNT Revenue
LIFE LINE RO1 203,452 160,599,213.00 $14,831,056 (1,976,117) $12,854,940
LIFE LINE R21 629 719,173.00 $56,277 (7.831) $48,446
LIFE LINE R70 1,522 1,473,898.00 $122,040 (16,271) $105,768
LIFE LINE R201A 690 833,777.00 $66,409 (7,491) $58,919
LIFE LINE R2018 38 48,030.00 $3,405 (348) $3,057
Annual Totals 206,331 163,674,092 $15,079,187 (2,008,058) $13,074,130
Average Monthly Lifeline Customers 17,194
TOTAL ANNUAL DISCOUNT (2,008,058) 2,008,058,
TOTAL REVENUE INCLUDING DISCOUNT $13,071,130 $15,079,187
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TUCSON ELECTRIC POWER COMPANY
RESIDENTIAL BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Determinants Existing Rates  Requirement  Proposed Rate Revenue
RESIDENTIAL- ROTN
Customers {Single-Phase) 3,899,485 $4.90 $7.00 $27,296,392
Customer (Three-Phase) 3,804 $12.28 $13.00 49,452
Summer
1st 500 kWhs 845,371,695 $0.090921 $0.046925 38,669,062
3,000 kWhs 1,263,575,096 $0.090921 $0.068960 87,136,139
3,501 kWhs and above 37,355,185 $0.090921 $0.088960 3,323,117
Winter
1st 500 kWhs 794,100,459 $0.078870 $0.047309 37,568,099
3,000 kWhs 533,236,566 $0.078970 $0.067308 35,891,620
3,501 kWhs and above 6,420,049 $0.078970 $0.087309 560,528
Revenue Delivery Charges $231,494,079 $231,494,408
Fuel & Purchased Power_
Summer 2,146,301,876 71,252,830 $0.033198 71,252,930
Winter 1,333,757,074 34,274,889 $0.025698 34,274,889
TOTAL REVENUE $337,021,898 $337,022,227
$329
TOTAL R-01 - kwWh 3,480,058,850
Cust 325,274
RESIDENTIAL WATER HEATING - R-02 {FROZEN}
Customers 28,728 $0.00 [} $0
First 100 kWh Charge 2,472,456 $7.85 $5.10 $146,513
Delivery, additional kWhs 2,788,089 $0.054358 $0.000000 o]
Delivery, additional kWhs 5,260,545 0.01729800 $90,997
Revenue Delivery Charges $237,546 $237,5610
Fuel & Purchased Power 5,260,545 154,913 $0.029448 154,913
TOTAL REVENUE $392,458 $0.029448 $392,422
-$36
TOTAL R-02 kWh 5,260,545
Cust
RESIDENTIAL TIME OF USE - R-21 (FROZEN)
Customer Charge 33,883 $6.88 $7.00 $237,181
Summer On Peak kWhs 12,261,237 $0.125413 $0.101271 1,241,708
Summer Off Peak kWhs 18,200,250 $0.050165 $0.021508 391,451
Winter On Peak kWhs 5,047,589 $0.0020018 $0.073292 369,949
Winter Off Peak kWhs 16,387,663 $0.050165 $0.021508 352,466
Revenue Delivery Charges $2,592,736 —_m
Fuel & Purchased Power
Summer On Peak 12,261,237 652,273 $0.053198 652,273
Summer Off Peak 18,200,250 422,209 $0.023198 422,209
Winter On Peak 5,047,599 205,427 $0.040698 205427
Winter Off Peak 16,387,663 339,192 $0.020698 338,192
TOTAL REVENUE $4,211,838 $4,211,856
$18
TOTAL R-21 kwh 51,898,749
Cust 2,824
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TUCSON ELECTRIC POWER COMPANY
RESIDENTIAL BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Line No. Pricing Plan Determinants Existing Rates  Requirement .= Proposed Rate Revenue
RESIDENTIAL TIME OF USE - R70F (FROZEN)
1 Customers 49,226 $6.78 $7.00 $344,582
2 Summer On Peak kWhs 6,828,127 $0.184171 $0.174747 1,193,185
3 Summer Off Peak kWhs 28,424,608 $0.058160 $0.041176 1,170,412
4 Summer Shoulder Peak kWhs 2,696,519 $0.116318 $0.102823 277,264
5 Winter On Peak kWhs 5,436,118 $0.126011 $0.025762 140,045
] Winter Off Peak kWhs 19,291,152 $0.043618 $0.023098 445,587
7 Revenue Delivery Charges $3,571,058 $3,671,085
Fuel & Purchased Power
8 Summer On Peak 6,828,127 380,313 $0.055698 380,313
9 Summer Off Peak 28,424,608 659,394 $0.023198 659,394
10 Sumimer Shoulder Peak 2,696,519 129,967 $0.048198 129,967
11 Winter On Peak 5,436,116 221,239 $0.040698 221,239
12 Winter Off Peak 19,291,152 399,288 $0.020698 399,288
13 TOTAL REVENUE $5,361,257 $5,361,286
14 $29
15 TOTAL R-70 kWh 62,676,522
18 Cust 4,102
SPECIAL RESIDETNIAL ELECTRIC SERVICE - R-201AF (FROZEN)
17 Customers (Single-Phase) 85,448 $4.90 $7.00 $598,139
18 Mid-Summer kWhs 29,875,657 $0.080920 $0.066139 1,975,946
19 Remaining Summer kWhs 22,686,070 $0.074191 $0.044138 1,001,318
20 Winter kWhs 38,199,266 $0.064440 $0.033803 1,291,250
21 Revenue Delivery Charges $4,866,641 $4,866,653
22  |Fuel & Purchased Power
23 Mid and Remaining Summer 52,561,727 1,744,944 $0.033198 1,744,944
24 Winter 38,199,266 981,645 $0.025698 981,645 |
25 |TOTAL REVENUE $7,593,230 $7,593,242
26 $12
27 TOTAL R-201A kWh 90,760,993
28 Cust 7,121
SPECIAL RESIDENTIAL ELECTRIC SERVICE TIME OF USE - R-2018F (FROZEN)
29 Customers 6,315 $6.78 $7.00 $44,208
30 Mid-Summer On Peak kWhs 452,323 $0.184171 $0.166303 $75,223
K Mid-Summer Off Peak kWhs 1,833,284 $0.058160 $0,031395 $57,556
32 Mid-Summer Shoulder Peak kWhs 186,047 $0.116318 $0.093043 $17,310
33 Remaining Summer On Peak kWhs 287,033 $0.146415 $0.124945 $35,863
34 Remaining Summer Off Peak kWhs 1,167,626 $0.046236 $0.018756 $21,900
35 |Remaining Summer Shoulder Peak kWhs 109,262 $0.092473 $0.067767 $7,404
36 Winter On Peak kWhs 837,667 $0.100179 $0.075935 $63,608
37 Winter Off Peak kWhs 2,667,167 $0.034673 $0.006499 $17,334
38 Revenue Delivery Charges $340,403 $340,407
Fuel & Purchased Power
39 Mid and Remaining On Peak 739,356 41,181 $0.055698 41,181
40 Mid and Remaining Off Peak 3,000,810 69,615 $0.023198 69,615
A Mid and Remaining Summer Shoulder Peak 295,309 14,233 $0.048188 14,233
42 Winter On Peak 837,667 34,091 $0.040698 34,091
43 Winter Off Peak 2,667,167 58,205 $0.020698 55,205
44 TOTAL REVENUE $554,729 $554,732
45 $3
46 TOTAL R-2018 kWh 7,540,408
47 Cust 526
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TUCSON ELECTRIGC POWER COMPANY
RESIDENTIAL BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2008
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Booked Total Adjusted
Billing Revenue Proposed
Line No. Pricing Plan Determinants Existing Rates Requirement  Proposed Rate Revenue

SPECIAL RESIDENTIAL ELECTRIC SERVICE TIME OF USE - R-201C (FROZEN)
Customers 2,560 §6.78 $7.00 $17.921
Mid-Summer On Peak kWhs 134,707 $0.184171 $0.161981 $21,820
Mid-Summer Off Peak kWhs 594,771 $0,058160 $0.028403 $16,897
Mid-Summer Shoulder Peak kWhs 60,391 $0.116318 $0.090057 $5.,439
Remailning Summer On Peak kWhs 95,071 $0.137207 $0.112200 $10,667
Remaining Summer Off Peak kWhs 446,067 $0.043328 $0.012688 $5,660
Remalning Summer Shoulder Peak kWhs 44,054 $0.086658 $0.058618 $2,582
Winter On Peak kWhs 266,218 $0.093879 $0.066272 $17.643
Winter Off Peak kWhs 842,833 $0.032491 $0.001201 $1,012
Revenue Delivery Charges $99,638 $99,640
Fuel & Purchased Power
Mid-Summer On Peak 229,778 12,798 $0.055698 12,798
Mid-Summer Off Peak 1,040,837 24,145 $0.023198 24,145
Mid-Summer Shoulder Peak 104,445 5,034 $0.048198 5,034
Winter On Peak 266,218 10,835 $0.040698 10,835
Winter Off Peak 842,833 17,445 $0.020698 17,445
TOTAL REVENUE $169,895 $169,897

$2
TOTAL R-201C KWh 2,484,111

Cust 213

RESIDENTIAL SUMMARY
TOTAL RESIDENTIAL REVENUE T $368,376,435 T $368,376,793
TOTAL RESIDENTIAL KWHS 3,864,352,371 - -
TOTAL RESIDENTIAL CUSTOMERS 357,254 $357

22
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TUCSON ELECTRIC POWER COMPANY
GENERAL SERVICE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE

Adjusted Total Adjusted
Booked Billing  Existing Revenue Proposed
Line No. Pricing Plan Determinants Rates Requirement  Proposed Rate Revenue
SMALL GENERAL SERVICE - GS-10
1 Customers (Single-Phase) . 200,229 $5.88 $8.00 $1,601,834
2 Customer (Three-Phase) 192,377 $13.24 $14.00 $2,693,280
3 Energy Flrst 3400 kWh per month 287,747,871 $0.113685
Summer .
4 1st 500 kWhs 80,994,098 $0.100343 $0.056236 $4,5654,784
5 all remaining kWhs 942,438,232 $0.100343 $0.085145 $80,243,903
Winter
7 1st 500 kWhs 78,781,616  $0.093772 $0.051252 $4,037,715
8 all remaining kWhs 661,228,028 $0.093772 $0.080145 $52,994,120
9 Revenue Delivery Charges $146,125,228 $146,125,638
Fuel & Purch: ower
10 |[Summer 1,023,432,330 32,289,290 $0.031550 32,289,290
11 {Winter 740,009,644 17,924,514 $0.024222 17,924 514
12 TOTAL REVENUE $196,339,032 $196,339,441
13 $409
14 TOTAL GS+10 KWh 1,763,441,974
15 Cust 32,717
SMALL GENERAL SERVICE - PRS-10 - CONTRACT
16 Revenue Delivery Charges $23,154 $23,154
17 Fuel & Purchased Power 211,780 6,084 0.028730 6,084
18
19 |TOTAL REVENUE $29,239 $29,239
20 $0
21 |TOTAL PRS-10 KWh 211,780
22 Cust 1
GENERAL SERVICE MOBILE HOME PARKS GS-11 (FROZEN})
23 |Customers (Single-Phase) 3,048 $5.88 $8.00 $31,584
24  |Customer (Three-Phase) 336 $13.24 $14.00 4,704
25 |Energy Summer 33,529,195 $0.090921 $0.067250 2,256,180
26 Energy Winter 26,803,344 $0.079870 $0.052751 1,413,803
27 Revenue Delivery Charges $3,705,988 $3,706,371
28
29  {Fuel & Purchased Power 60,332,539 1,733,354 $0.0287300 1,733,354
30 st 100 kWhs 28,728 $5,439,342 $5,439,725
3 $383
32 ITOTAL GS-11 kwh 60,332,539
33 Cust 357
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TUCSON ELECTRIC POWER COMPANY
GENERAL SERVICE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE

Adjusted Total Adjusted
Booked Billing - Existing Revenue Propased
Line No. Pricing Plan Determinants Rates Requirement  Proposed Rate Revenue
GENERAL SERVICE TIME OF USE - GS-76 - (FROZEN)
1 Customers (Single-Phase) 4,203 $6.78 §$8.00 $33,627
2 Customer (Three-Phase) 7,473 $14.14 $14.00 104,617
3 Summer On-Peak 11,986,862 $0,222943 $0.207220 2,483,918
4 Summer Off-Peak 69,438,241  $0.067853 $0.042825 2,545,443
5 Summer Shoulder Peak 4,224,622 $0.140551 $0.119884 506,465
6 Winter On Peak 13,067,365  $0.150244 $0.130159 1,700,835
7 Winter Off Peak 48,010,642 $0.053312 $0.027411 1,316,020
9 Revenue Delivery Charges $8,680,880 $8,690,923
Fue! & Purchased Power 136,727,732
10  |Summer On-Peak 16,211,484 909,837 $0.056123 909,837
11 |Summer Off-Peak 59,438,241 1,404,110 §0.023623 1,404,110
12 |Winter On Peak 13,067,365 507,131 $0.038808 507,131
13 Winter Off Peak 48,010,642 903,032 $0.018809 903,032
14 TOTAL REVENUE $12,414,990 $12,415,034
15 $43
16 |TOTAL GS-76 kWh 136,727,732
17 Cust 973
INTERRUPTIBLE AGRICULTURAL PUMPING GS-31
18  {Summer - all Kwhs 11,457,973  $0.051500 $0.025700 $294,470)
19 Winter - all kWhs 4,738,919 $0.050208 $0.024205 $114,706
20  |Revenue Delivery Charges $408,574 $409,175
21
22  |Fuel & Purchased Power 16,196,892 465,337 $0.028730 465,337
23 TOTAL REVENUE $873,911 $874,512
24 $601
28 TOTAL GS-31 kWh 16,196,882
26 Cust 42
LARGE GENERAL SERVICE - GS-13
27  |Customer Charge 7,200 $1,675.88 371.880 $2,677,538|
28 |Summer Demand 720,000 $0.00 10.352 $7,453,440
29  |Winter Demand 720,000 $0.00 10.352 $7,453,440
30 |Summer Demand All Additional kW 916,524 $6.52 10.352 $9,487,856
a1 Winter Demand AH Additional kW 916,524 $8.52 10.352 $9,487,856
32 [Summer kWhs 693,084,147  $0.063744 0.025658 $17,781,767
33 |Winter kWhs 511,143,980 $0.080556 0.023910 $12,221,453
34  |Revenue Delivery Charges $66,562,476 $66,563,349
Fuel & Purchased Power 1,636,524
35  |Summer 693,084,147 1,636,524 22,562,661 0.032554 22,562,661
36 [Winter 511,143,990 12,806,202 0.025054 12,806,202
37 |TOTAL REVENUE $101,931,338 $101,932,211
38 $873
39 |TOTAL GS-13 KWh  1,204,228,137
40 Cust 600
PRS-13 - CONTRACT
41 |Revenue Delivery Charges $577,958 $677,958
42 |Fuel & Purchased Power 4,759,193 136,732 0028730 136,732 |
43 |[TOTAL REVENUE $714,690 $714,690
44 $0
45 {TOTAL PRS-13 kWh 4,759,193
46 Cust 2
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Adjusted Total Adjusted
Booked Billing  Existing Revenue Proposed
Line No. Pricing Plan Determinants Rates Requirement  Proposed Rate Revenue
LARGE GENERAL SERVICE TIME OF USE - GS-85AF - FROZEN
Customers 372 $98.01 371.880 $138,339
Summer On-peak Demand 36,000 $7.50 7.950 $286,200.
Summer Off-peak Demand 3.975
Summer Shoulder-peak Demand 5.258
Winter On-peak Demand 36,000 $4.96 5.258 $189,274
(Winter Off-peak Demand 2.629
Summer Demand All Additional kW 21,140 $7.50 7.950 $168,066
Winter Demand All Additional kW 11,970 $4.96 5.258 $62,940
Summer
On Peak kWhs 6,151,695 $0.069587 0.053280 $327,824
Off Peak kWhs 29,592,885 $0.061746 0.036667 $1,085,083
Shoulder Peak kWhs 2,126,538 $0.065667 0.044980 $95,662
Winler
On Peak kWhs 5,802,304 §0.065667 0.044980 $260,988
Off Peak kWhs 22,212,312 $0.057826 0.028356 $629,852
Revenue Delivery Charges $3,244,455 $3,244,217
Fuel & Purchased Power.
Summer On Peak kWhs 8,278,232 467,323 0.058452 467,323
Summer Off Peak kWhs 29,592,895 708,809 0.023952 708,809
Winter On Peak kWhs 5,802,304 228,268 0.039341 228,268
Winler Off Peak kWhs 22,212,312 429,608 0.019341 428,608
TOTAL REVENUE $5,078,464 $5,078,225
-$238

TOTAL GS-85A kWh 65,885,743

Cust 31
LARGE GENERAL SERVICE TIME OF USE FROZEN « GS-85F « FROZEN
Customers 240 $94.60 $371.880 $89,251
Summer On-peak Demand 24,000 $16.34 $17.320 $415,680
Summer Off-peak Demand $8.660
Summer Shoulder-peak Demand $11.455
Winter On-peak Demand 24,000 $9.10 $9.646 $231,504
Winter Off-peak Demand $4.823
Summer Demand All Additional kW 36,047 $16.34 $17.320 $624,348
Winter Demand All Additional kKW 23,889 $9.10 $9.646 $230,433
Surmmer
On Peak kWhs 5,748,531  $0.104973 $0.083765 $481,528
Off Peak kWhs 27,935,990 $0.031320 $0.005693 $159,040
Shoulder Peak kWhs 1,956,514 $0.076808 $0.053310 $105,476
Winter
On Peak kWhs 5,677,051 $0.076808 $0.053810 $306,050
Off Peak kWhs 21,277,580  $0.031320 $0.005693 $121,133
Revenue Delivery Charges $2,764,585 T 2,764,441
Fuel & Purchased Power,
Summer On Peak kWhs 7,705,045 434,965 $0.056452 434,965
Summer Off Peak kWhs 27,935,990 669,123 $0.023952 669,123
Winter On Peak kWhs 5,677,051 223,341 $0.039341 223,341
Winter Off Peak kWhs 21,277,580 411,530 $0.019341 411,530
TOTAL REVENUE $4,503,544 $4,5083,400

-$144

TOTAL GS-85F kWh 62,595,666 0.140150

Cust 20
TOTAL GENERAL SERVICE REVENUE $327,324,550 $327,326,477

TUCSON ELECTRIC POWER COMPANY

GENERAL SERVICE BUNDLED PROOF OF REVENUE

TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE

Revised Settlement Exhibit No, 3

TOTAL GENERAL SERVICE KWHS
TOTAL GENERAL SERVICE CUSTOMERS 34,743

3,314,379,658

Page 3of 3
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TUCSON ELECTRIC POWER COMPANY
LARGE LIGHT & POWER SERVICE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE

Adjusted Total Adjusted

Euel & Purchased Power

Booked Billing  Existing Revenue Proposed
Line No. Pricing Plan Determinants Rates Requirement Proposed Rate Revenue
LARGE LIGHT AND POWER - LLP-14 -
1 Customer Charge 96 0.00 500.00 $48,000
2 Demand 600,844 $9.97 19.024 $11,430,456
3 Demand 523,378 $9.97 19.024 $9,856,737

4 |SummerkWhs 330,927,434 $0.046001 0.00043300 $143,292
5  |Witner kWhs 283,169,858 $0.043701 0.00043300 $122,613
6 Revenue Defivery Charges $21,701,502 $21,701,098

7 Summer 330,927,434 10,780,623 0.03257700 10,780,623

8 Winter 283,169,858 7,101,051 0.02507700 7,101,081

9 TOTAL REVENUE $39,583,175: 39,582,771
10 -$404
11 |TOTAL LLP-14 kwh 614,097,291
12 Cust 8

PRS-14 - CONTRACT

13 |Revenue Delivery Charges $5,297,811 $5,297,811
14 Fuel & Purchased Power 93,605,189 2,584,439 0.027610 2,584,439
15 TOTAL REVENUE $7,882,251 $7,882,251
16 $0
17  |TOTAL PRS-14 kWh 93,605,189
18 Cust 1
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TUCSON ELECTRIC POWER COMPANY
LARGE LIGHT & POWER SERVICE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6% OVERALL INCREASE
Adjusted Total Adjusted
Booked Billing  Existing Revenue Proposed
Line No. Pricing Plan Determinants Rates Requirement  Proposed Rate Revenue
LARGE LIGHT AND POWER TIME OF USE - LLP-90A - FROZEN
Customer Charge 12 500.00 $6,000
Summer On Peak kW 41,718 $10.95 25.581 $1,067,188
Summer Off Peak kW 10.581
Summer Shoulder Peak kW 18.081
Winter On Peak kW 41,369 $8.99 21.581 $892,784
Winter Off Peak kW 10.581
Summer On Peak kWhs 4,368,214  $0.058806 0.006203 $27,095
Summer Off Peak kWhs 25,419,192 $0.041654 0.006203 $157,667
Summer Shoulder Peak kWhs 1,744,779  $0.049005 0.006203 $10,822
Witner On Peak kWhs 5,896,039 $0.058806 0.006203 $36,571
Winter Off Peak kWhs 25,100,381 $0.041654 0.006203 $155,690
Revenue Delivery Charges $2,353,318 $2,353,818
Fuel & Purchased Power
Summer On Peak kWhs 6,112,993 323,885 0.052083 323,885
Summer Off Peak kWhs 25,419,192 520,661 0.020483 520,661
Winter On Peak kWhs 5,896,039 210,035 0.035623 210,035
Witner Off Peak kWhs 25,100,381 392,143 0.015623 392,143
TOTAL REVENUE $3,800,042 $3,800,542
$500

TOTAL LLP-S0A kKWh 62,528,604.78

Cust 1
LARGE LIGHT AND POWER TIME OF USE FROZEN LLP-90F - FROZEN
Customer Charge 48 §00.000 $24,000
Summer On Peak kW 150,506 $20.34 25,702 $3,868,305
Summer Off Peak kW 13.202
Summer Shoulder Peak kW 19.452
Winter On Peak kW 133,207 $10.73 21.702 $2,890,858
Winter Off Peak kW 9.202
Summer On Peak kWhs 16,169,458 $0.083541 0.000433 $6,568
Summer Off Peak kWhs 77,504,261  $0.028002 0.000433 $33,559
Summer Shoulder Peak kWhs 5,686,028 $0.042003 0.000433 $2,462
Witner On Peak kWhs 16,976,026  $0.042003 0.000433 $7,351
Winter Off Peak kWhs 63,378,144  $0.028002 0.000433 $27,443
Revenue Delivery Charges $6,860,727 $6,860,547
Fuel & Purchased Power
Summer On Peak kWhs 20,855,486 1,104,986 0.052983 1,104,986
Summer Off Peak kWhs 77,504,261 1,587,520 0.020483 1,587,520
Winter On Peak kWhs 16,976,026 604,737 0.035623 604,737
Witner Off Peak kWhs 63,378,144 990,157 0.015623 990,157
TOTAL REVENUE $11,148,126 $11,147,946

-$180

TOTAL LLP-90F kWh 178,713,918

Cust 4
TOTAL LARGE LIGHT AND POWER SERVICE REVENUE $62,413,594 $62,414,179
TOTAL LARGE LIGHT AND POWER KWHS 948,945,003 - -]
TOTAL LARGE LIGHT AND POWER CUSTOMER! 14

46
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TUCSON ELECTRIC POWER COMPANY
PUBLIC AUTHORITY SERVICE BUNDLED PROOF OF REVENUE
TEST YEAR ENDED DECEMBER 31, 2006
PER SETTLEMENT - 6.0% OVERALL INCREASE
Adjusted Total Adjusted
Booked Billing  Existing Revenue Proposed
Determinants Rates Requirement  Proposed Rate Revenue
MUNICIPAL SERVICE PS-40
Energy kWh Summer 58,667,833 $0.082463 $0.057530000 $3,375,160
Energy kWh Winter 42,694,636 $0.078340 $0.053159000 2,269,604
Revenue Delivery Charges $5,644,692 $5,644,765
Fuel & Purchased Power
Summer 58,667,833 1,891,744 $0.032245000 1,891,744
Winter 42,694,636 1,056,479 $0.024745000 1,056,479
TOTAL REVENUE $8,592,915 $8,592,988
$73

TOTAL PS-40 kWh 101,362,469

Cust 3
MUNICIPAL WATER PUMPING PS-43
Energy kWh Summer 33,365,680 $0.082463 $0.060347000 $2,013,519
Energy kWh Winter 25,062,900 $0.078340 $0.055731000 1,396,780
PS-45846 Interruptible Service
Energy KWh Summer 35,724,522 $0.051500 $0.027281000 974,601
Energy kWh Winter 29,743,473  $0.050208 $0.025811000 770,683
Revenue Delivery Charges $5,155,606 $5,155,583
Fuel & Purchased Power
Energy kWh Summer 33,365,680 996,566 $0.029868000 996,566
Energy kWh Winter 25,062,900 560,607 $0.022368000 560,607
PS-45846 Interruptible Service
Energy kWh Summer 35,724,522 1,067,020 $0.029868000 1,067,020
Energy kWh Winter 29,743,473 665,302 $0.022368000 665,302
TOTAL REVENUE $8,445,101 $8,445,078

-$23

TOTAL PS-43 . kWh 123,896,575

Cust 32
TOTAL PA SERVICE REVENUE T $17,038,015 T $17,038,066)
TOTAL PA SERVICE KWHS 225,259,044 - -]
TOTAL PA SERVICE CUSTOMERS 35
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Settlement Exhibit No. 5

10f7
(
TUCSON ELECTRIC POWER COMPANY
Comparison of Present and Proposed Depreciation Accrual Rates
Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Rate
Local Generation
STEAM PRODUCTION (by Unit)
Sundt Unit 1
311.00 Structures and Improvements 0.58% 21.81 34.7%  74.15% 2.78%
312.00 Boiler Plant Equipment 2.19% 21.84 -34.9% 61.42% 3.36%
314.00 Turbogenerator Units 0.65% 21.81 -347%  7411% 2.78%
315.00 Accessory Electric Equipment 1.00% 21.82 -34.8% 65.24% 3.19%
316.00 Misceilaneous Power Plant Equipment 2.30% 21.83 -34.8% 58.63% 3.49%
317.00 Asset Retirement Costs
Total Sundt Unit 1 1.53% 21.83 -34.8% 66.37% 3.13%
Sundt Unit 2
311.00 Structures and Improvements 0.62% 23.68 -34.5% 67.87% 2.81%
312.00 Boiler Plant Equipment 2.45% 23.71 -34.6% 50.15% 3.56%
314.00 Turbogenerator Units 0.94% 23.68 -34.5% 68.32% 2.79%
315.00 Accessory Electric Equipment 1.34% 23.71 -34.6% 52.93% 3.44%
316.00 Miscellaneous Power Plant Equipment 2.77% 23.72 -34.6% 41.76% 3.91%
317.00 Asset Retirement Costs
Total Sundt Unit 2 1.81% 23.70 -34.6% 56.78% 3.28%
Sundt Unit 3
( ’ 311.00 Structures and Improvements 0.68% 24.61 -34.4% 78.78% 2.26%
\ 312.00 Boiler Plant Equipment 1.24% 24.64 -34.5%  64.72% 2.83%
314.00 Turbogenerator Units 1.81% 24.65 -34.5% 52.69% 3.32%
315.00 Accessory Electric Equipment 3.06% 24.67 -34.6% 33.83% 4.08%
316.00 Miscellaneous Power Plant Equipment 2.11% 24.64 -34.5% 60.70% 3.00%
317.00 Asset Retirement Costs 24.68 5.56% 3.83%
Total Sundt Unit3 1.84% 24.65 -34.1% 53.71% 3.26%
Sundt Unit 4
311.00 Structures and Improvements 9.36% 4.47 -36.6% 40.75%  21.44%
312.00 Boiler Plant Equipment 13.20% 4.47 -36.6% 3599% 2251%
314.00 Turbogenerator Units 11.41% 4.47 -36.6% 34.32% 22.88%
315.00 Accessory Electric Equipment 7.35% 4.47 -36.6% 49.36%  19.52%
316.00 Miscelianeous Power Plant Equipment 11.06% 4.47 -36.6% 36.69% 22.35%
317.00 Asset Retirement Costs )
Total Sundt Unit 4 12.27% 4.47 -36.6% 35.81%  22.55%
Sundt Coal Conversion
311.00 Structures and improvements 3.58% 4.47 -36.6% 8131% 12.37%
312.00 Boiler Plant Equipment 3.76% 4.47 -36.6% 80.86% 12.47%
314.00 Turbogenerator Units 351% 4.47 -36.6%  81.65% 12.29%
315.00 Accessory Electric Equipment 5.27% 4.47 -36.6% 75.12% 13.75%
316.00 Misceltaneous Power Plant Equipment 3.40% 4.47 -36.6% 81.65% 12.29%
317.00 Asset Retirement Costs
Total Sundt Coal Conversion 3.90% 4.47 -36.6% 80.30% 12.60%
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TUCSON ELECTRIC POWER COMPANY
Comparison of Present and Proposed Depreciation Accrual Rates
Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life - Salvage Rate - Life Life Saivage Ratio Rate
Sundt Coal Handling ,
311.00 Structures and fmprovements
312.00 Boiler Plant Equipment 19.22% 4.47 -36.6% 6.99% 29.00%
314.00 Turbogenerator Units
315.00 Accessory Electric Equipment 1.30% 4,47 -36.6% 3.92%  29.68%
316.00 Miscellaneous Power Plant Equipment
317.00 Asset Retirement Costs
Total Sundt Coal Handling 15.84% 4.47 -36.6% 6.41% 29.13%
OTHER PRODUCTION (by Unit)
DeMoss Petrie Gas Unit 1 .
341.00 Structures and Improvements 2.18% 37.52 -27.9% 13.08% 3.06%
342.00 Fuel Holders and Accessories 2.18% 37.52 -27.9% 13.08% 3.06%
343.00 Prime Movers
344.00 Generators 2.18% 37.52 -27.9% 13.08% 3.06%
345.00 Accessory Electric Equipment 2.18% 37.52 -27.9% 13.08% 3.06%
346.00 Miscellaneous Power Plant Equipment 2.28% 37.53 -27.9% 10.71% 3.12%
Total DeMoss Petrie Gas Unit 1 2.18% 37.52 -27.9% 13.06% 3.06%
Sundt Gas Unit 1
341.00 Structures and Improvements 0.07% 10.36 -30.2% 87.27% 4.14%
342.00 Fuel Holders and Accessories 4.14% 10.36 -30.2% 64.00% 6.39%
343.00 Prime Movers 0.07% 10.36 -30.2% 47.37% 8.00%
. 344.00 Generators 0.57% 10.35 -30.2% 94.65% 3.43%
( 345.00 Accessory Electric Equipment 1.04% 10.36 -30.2% 87.86% 4.09%
346.00 Miscellaneous Power Plant Equipment 0.07% 10.35 -30.2% _105.09% 2.43%
Total Sundt Gas Unit 1 0.65% 10.35 -30.2% 92.97% 3.59%
Sundt Gas Unit 2
341.00 Structures and improvements 0.76% 10.36 -30.2% 83.57% 4.50%
342.00 Fuet Holders and Accessories 4.44% 10.36 -30.2% 61.30% 6.65%
343.00 Prime Mavers 0.77% 10.36 -30.2% 45.37% 8.19%
344.00 Generators 1.34% 10.36 -30.2% 86.30% 4.24%
345.00 Accessory Electric Equipment 2.16% 10.36 -30.2% 79.66% 4.88%
346.00 Miscellaneous Power Plant Equipment 0.76% 10.35 -30.2% 99.99% 2.92%
Total Sundt Gas Unit 2 1.46% 10.36 -30.2% 84.73% 4.39%
North Loop Gas Unit 1
341.00 Structures and Improvements 4.10% 10.36 -30.2% 60.62% 6.72%
342.00 Fuel Holders and Accessories
343.00 Prime Movers 2.09% 10.36 -30.2% 45.63% 8.16%
344.00 Generators 1.20% 10.36 -30.2% 85.80% 4.29%
345.00 Accessory Electric Equipment 3.67% 10.36 -30.2% 64.49% 6.34%
346.00 Miscellaneous Power Plant Equipment 4.21% 10.36 -30.2% 62.10% 6.57%
Total North L.oop Gas Unit 1 1.98% 10.36 -30.2% 78.77% 4.97%
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Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Hate
North Loop Gas Unit 2
341.00 Structures and Improvements 1.26% 10.35 -10.7% 76.04% 3.35%
342.00  Fuel Holders and Accessories
343.00 Prime Movers 1.83% 10.36 -30.2% 46.27% 8.10%
344.00 Generators 0.69% 10.35 -30.2% 93.72% 3.52%
345.00 Accessory Electric Equipment 1.82% 10.36 -30.2% 80.78% 4.77%
346.00 Miscellaneous Power Plant Equipment 0.01% 10.35 -30.2% 103.64% 2.57%
Total North Loop Gas Unit 2 0.84% 10.35 -29.3% 90.89% 3.70%
North Loop Gas Unit3
1.25% 10.35 -30.2% 87.02% 4.17%

341.00 Structures and Improvements

342.00 Fuel Holders and Accessories
343.00 Prime Movers 2.63% 10.36 -30.2% 45.02% 8.22%

344.00 Generators 0.75% 10.35 -30.2% 92.41% 3.65%

345.00 Accessory Electric Equipment 1.85% 10.36 -30.2% 78.70% 4.97%
346.00 Miscelianeous Power Plant Equipment 0.01% 10.35 -30.2% 100.84% 2.84%
0.91% 10.35 -30.2% 89.97% 3.89%

Total North Loop Gas Unit 3

North Loop Gas Unit 4

341.00 Structures and improvements 2.27% 37.53 -27.9% 16.26% 2.97%
342.00 Fuel Holders and Accessories 2.20% 37.52 -27.9% 11.87% 3.09%

343.00 Prime Movers
344.00 Generators 2.19% 37.52 -27.9% 12.83% 3.07%
B 345.00 Accessory Electric Equipment 2.20% 37.52 -27.9% 15.37% 3.00%
( 346.00 Miscellaneous Power Plant Equipment 2.19% 37.52 -27.9% 20.88% 2.85%
Total North Loop Gas Unit 4 2.19% 37.52 -27.9% 13.04% 3.06%
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Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Rate
Non Local Generation
STEAM PRODUCTION (by Unit)
Four Corners Unjt 4
310.00 Rights-of-Way
311.00 Structures and Improvements 26.50 0.80% 23.71 -40.5% 84.84% 2.35%
312.00 Boiler Plant Equipment 26.51 0.68% 23.71 -40.6% 82.51% 2.45%
314.00 Turbogenerator Units 26.50 0.66% 23.72 -40.6% 70.72% 2.85%
3156.00 Accessory Electric Equipment 26.47 0.43% 23.68 -40.5% 103.54% 1.56%
316.00 Miscellaneous Power Plant Equipment 26.53 1.81% © 2373 -40.6% 51.29% 3.76%
317.00 Asset Retirement Cost 26.47 0.41% 23.67 76.98% 0.97%
Total Four Corners Unit 4 0.72% 23.71 -40.6%  80.07% 2.55%
Four Corners Unit 5
310.00 Rights-of-Way
311.00 Structures and Improvements 26.50 0.98% 23.70 -40.5% 85.96% 2.30%
312.00 Boiler Plant Equipment 26.51 0.78% 23.71 -40.5% 79.99% 2.55%
314.00 Turbogenerator Units 26.50 0.87% 23.71 -40.5% 81.06% 2.51%
315.00 Accessory Electric Equipment 26.48 0.56% 23.69 -40.5% 99.34% 1.74%
316.00 Miscellaneous Power Plant Equipment 26.53 1.80% 23.73 -40.6% 50.10% 3.81%
317.00 Asset Retirement Cost 26.47 0.52% 23.67 73.63% 1.11%
Total Four Corners Unit 5 0.83% 23.71 -40.5% 79.19% 2.58%
( Navaio Unit 1
- 310.00 Rights-of-Way
311.00 Structures and Improvements 21.83 1.60% 18.99 -41.1% 73.93% 3.54%
312.00 Boiler Plant Equipment 21.85 2.25% 19.01 1%  52.62% 4.65%
314.00 Turbogenerator Units 21.84 1.61% 18.01 -41.1%  59.59% 4.29%
315.00 Accessory Electric Equipment 21.82 1.28% 18.99 -41.1% 78.57% 3.29%
316.00 Miscellaneous Power Plant Equipment 21.82 1.46% 18.99 -41.1% 75.12% 3.47%
317.00 Asset Retirement Cost 21.82 1.11% 18.98 56.70% 2.28%
Total Navajo Unit 1 2.02% 19.01 -41.1% 57.45% 4.40%
Navajo Unit 2
310.00 Rights-of-Way
311.00 Structures and Improvements 21.84 1.26% 19.00 41 1% 65.74% 3.97%
312.00 Boiler Plant Equipment 21.84 2.25% 18.00 -41.1%  58.14% 4.37%
314.00 Turbogenerator Units 21.84 1.88% 19.00 411%  57.01% 4.43%
315.00 Accessory Electric Equipment 21.84 1.60% 19.00 -41.1%  65.86% 3.96%
316.00 Miscellaneous Power Plant Equipment 21.83 1.57% 18.99 -41.1%  68.96% 3.80%
317.00 Asset Retirement Cost 21.82 1.20% 18.98 54.29% 2.41%
Total Navajo Unit 2 2.08% 19.00 -41.1% 59.01% 4.32%
Navajo Unit 3
310.00 Rights-of-Way .
311.00 Structures and Improvements 21.84 2.00% 19.00 -41 1% 64.88% 4.01%
312.00 Boiler Plant Equipment 21.84 2.15% 19.01 -41.1% 55.06% 4.53%
314.00 Turbogenerator Units 21.83 1.53% 19.00 -41.1% 59.61% 4.29%
315.00  Accessory Electric Equipment 21.83 1.86% 18.99 -41.1%  65.75% 3.97%
316.00 Miscellaneous Power Plant Equipment 21.83 0.10% 18.99 -41.1%  68.18% 3.84%
317.00 Asset Retirement Cost 21.82 1.34% 18.99 52.82% 2.48%
Total Navajo Unit 3 1.98% 19.01 -41.1%  57.99% 4.38%

( N
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Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Rate

Navajo Common
310.00 Rights-of-Way 21.82 0.40% 18.99 55.04% 2.37%
311.00 Structures and Improvements 21.86 3.06% 19.01 -41.2%  42.32% 5.20%
312.00 Boiler Plant Equipment 21.86 3.17% 19.01 -41.2% 38.58% 5.40%
314.00 Turbogenerator Units 19.02 -41.2% 19.40% 6.40%
315.00 Accessory Electric Equipment 21.86 3.26% 19.02 -41.2% 28.58% 5.92%
316.00 Miscellaneous Power Plant Equipment 21.86 3.14% 19.01 -41.2%  40.36% 5.30%
317.00 Asset Retirement Cost

Total Navajo Common 3.11% 19.01 -41.2%  40.48% 5.30%
San Juan Unit 1
310.00 Rights-of-Way
311.00 Structures and Improvements 31.10 0.75% 28.34 -39.9% 79.23% 2.14%
312.00 Boiler Plant Equipment 31.12 1.00% 28.35 -40.0%  69.90% 2.47%
314.00 Turbogenerator Units 31.11 1.04% 28.35 -40.0%  70.68% 2.45%
315.00 Accessory Electric Equipment 31.10 0.87% 28.34 -40.0% 74.44% 2.31%
316.00 Miscellaneous Power Plant Equipment 31.10 0.75% 28.35 -40.0% 71.32% 2.42%
317.00 Asset Retirement Cost 31.08 0.97% 28.32 60.62% 1.39%

Total San Juan Unit 1 0.98% 28.35 -40.0%  70.99% 2.43%
San Juan Unit 2
310.00 Rights-of-Way
311.00 Structures and Improvements 28.34 0.90% 25.56 -40.3% 81.81% 2.29%
312.00 Boiler Plant Equipment 28.36 1.11% 25.58 -40.3%  72.38% 2.66%
314.00 Turbogenerator Units 28.36 1.23% 25.58 -40.3% 68.42% 2.81%
315.00 Accessory Electric Equipment 28.34 0.73% 25.56 -40.3% 81.79% 2.29%
316.00 Miscellaneous Power Plant Equipment 28.34 0.81% 25.56 -40.3% 82.46% 2.26%
317.00 Asset Retirement Cost 28.32 0.77% 25.54 64.82% 1.38%

Total San Juan Unit 2 1.09% 25.58 -40.3%  73.04% 2.63%
San Juan Common
310.00 Rights-of-Way
311.00 Structures and Improvements
312.00 Boiler Plant Equipment 31.16 2.33% 28.39 -401%  38.37% 3.58%
314.00 Turbogenerator Units
315.00 Accessory Electric Equipment
316.00 Miscellaneous Power Plant Equipment
317.00 Asset Retirement Cost

Total San Juan Common 2.33% 28.39 -40.1% 38.37% 3.58%
Springerville Unit 1
310.00 Rights-of-Way
311.00 Structures and Improvements 11.33 -1.24%; 8.41 -42.4% 31.78% 13.15%
312.00 Boiler Plant Equipment 11.33 7.40% 8.41 -42.4% 19.54% 14.61%
314.00 Turbogenerator Units 11.33 6.97% 8.41 -424%  2529% 13.93%
315.00 Accessory Electric Equipment 11.33 7.08% 8.41 -42.4% 16.63%  14.95%
316.00 Miscellaneous Power Plant Equipment 11.33 6.25% 8.41 -42.4% 20.89%  14.45%
317.00 Asset Retirement Cost

Total Springerville Unit 1 7.15% 8.41 -42.4% 20.97% 14.44%
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Present New
Rem. Fut. Net  Accrual Avg. Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Rate

Springerville Unit 2
310.00 Rights-of-Way
311.00 Structures and Improvements 43.70 1.57% 41.03 -38.4% 35.43% 2.51%
312.00 Boiler Plant Equipment 43.71 1.49% 41.05 -38.5%  33.92% 2.55%
314.00 Turbogenerator Unils 43.70 1.50% 41.04 -38.5% 34.54% 2.53%
315.00 Accessory Electric Equipment 43.70 1.50% 41.03 -38.4% 35.47% 2.51%
316.00 Miscellaneous Power Plant Equipment 43,70 1.51% 41.04 -38.5% 33.77% 2.55%
317.00 Asset Retirement Cost

Total Springerville Unit 2 1.50% 41.04 -38.5%  34.29% 2.54%
Springerville Unit 1 Common
310.00 Rights-of-Way 11.33 5.38% 8.41 42.57% 6.83%
311.00 Structures and Improvements 11.33 4.61% 8.41 -42.4% 57.19% 10.13%
312.00 Boiler Plant Equipment 11.33 6.91% 8.41 42.4%  38.67% 12.33%
314.00 Turbogenerator Units 11.33 6.62% 8.41 -42.4%  41.88% 11.95%
315.00 Accessory Electric Equipment 11.33 6.99% 8.41 -42.4% 26.01% 13.84%
316.00 Miscellaneous Power Plant Equipment 11.33 5.26% 8.41 -42.4% 30.27% 13.33%
317.00 Asset Retirement Cost

Totat Springerville Unit 1 Common 5.06% 8.41 -38.9%  52.64% 10.26%
Springerville Unit 2 Common
310.00 Rights-of-Way 16.15 4.24% 13.26 38.93% 4.61%
311.00 Structures and Improvements 16.15 3.41% 13.26 -41.8% 52.37% 6.74%
312.00 Boiler Plant Equipment 16.15 4.53% 13.27 -41.9% 43.11% 7.44%
314.00 Turbogenerator Units 16.15 4.49% 13.27 -41.9% 39.18% 7.74%
315.00 Accessory Electric Equipment 16.15 3.26% 13.26 -41.8% 54.24% 6.60%
316.00 Miscellaneous Power Plant Equipment 16.15 3.86% 13.27 -41.9% 41.09% 7.60%
317.00 Asset Retirement Cost

Total Springerviile Unit 2 Common 3.62% 13.26 -39.2%  50.05% 6.72%
Springerville Coal Handling
310.00 Rights-of-Way
311.00 Structures and improvements
312.00 Boifer Plant Equipment 11.33 4.69% 8.41 -42.4% 34.68% 12.81%
314.00 Turbogenerator Units
315.00 Accessory Electric Equipment
316.00 Miscellaneous Power Plant Equipment
317.00 Asset Retirement Cost

Total Springerville Coal Handling 4.69% 8.41 42.4%  3468% 12.81%

Other Production - Non Local

Luna Facility
317.00 Asset Retirement Cost 39.25 0.0% 1.06% 2.57%
341.00 Structures & Improvements 39.25 0.0% 1.82% 2.57%
342.00 Fuel Holders, Producers, & Accessories 38.25 0.0% 1.82% 2.57%
344.00 Generators 39.25 0.0% 1.82% 2.57%
346.00 Misc. Power Plant Equipment 39.25 0.0% 1.82% 2.57%
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Present New
Rem. Fut. Net  Accrual Avg. ‘Rem. Net Reserve  Accrual
Account Description Life Salvage Rate Life Life Salvage Ratio Rate
Distribution

DISTRIBUTION PLANT
360.00 Rights-of Way 2.22% 43.78 37.61% 1.43%
361.00 Structures & Improvements -10.0% 2.44% 44.83 26.99% 1.63%
362.00 Station Equipment -19.0% 4.25% 46.02 33.01% 1.46%
364.00 Potes, Towers and Fixtures -69.0% 5.48% 39.16 35.98% 1.63%
365.00 Overhead Conductors and Devices -17.0% 3.66% 41.83 38.71% 1.47%
366.00 Underground Conduit -40.0% 2.33% 43.44 38.11% 1.42%
367.00 Underground Conductors and Devices 33.0% 1.63% 32.32 38.89% 1.89%
368.0H  Line Transformers - Overhead -15.0% 3.38% 26.12 51.83% 1.84%
358.UG  Line Transformers - Underground -15.0% 3.38% 23.28 41.39% 2.52%
369.0H  Services - Overhead -34.0% 3.83% 28.70 53.55% 1.62%
369.UG  Services - Undetground -34.0% 3.83% 47.81 28.30% 1.50%
370.00 Meters -25.0% 3.79% 19.73 40.91% 2.99%
373.00 Street Lighting and Signal Systems -25.0% 4.48% 36.67 36.24% 1.74%
374.00 Asset Retirement Costs -7.0% 3.2% 31.53 6.20% 2.97%

Total Distribution Plant 3.35% 33.61 38.52% 1.82%

General

GENERAL PLANT
Depreciable
390.00 Structures & Improvements 2.22% 21.45 54.04% 2.14%
391.CM  Office Furn. And Equip. - Computer 20.00% 2.95 57.04% 14.56%
392.C0  Transportation Equipment - Class 0 16.0% 8.87% 14.63 15.0% 25.99% 4.03%
392.C1 Transportation Equipment - Class 1 16.0% 14.00% 5.10 15.0% 41.06% 8.62%
392.C2 Transportation Equipment - Class 2 21.0% 11.29% 4.99 25.0% 36.55% 7.71%
392.C3  Transportation Equipment - Class 3 18.0% 10.25% 7.07 15.0% 41.05% 6.22%
392.C4  Transportation Equipment - Class 4 9.0% 7.00% 9.80 10.0% 43.96% 4.70%
392.C5 Transportation Equipment - Class 5 1.0% 7.07% 10.67 5.0% 38.28% 5.32%
396.00 Power Operated Equipment 3.33% 11.46 5.0% 46.95% 4.19%
397.00 Communication Equipment 6.7% 18.13 32.72% 3.71%

Total Depreciable 7.57% 9.53 4.0% 44.54% 5.31%
Amortizable
391.FE  Office Furn. And Equip. - Furniture « 24 Year Amortization — « 24 Year Amortization —
393.00 Stores Equipment « 15 Year Amortization — — 15 Year Amortization —
394.00 Tools, Shop and Garage Equipment «— 17 Year Amortization — «— 17 Year Amortization —
395.00 Laboratory Equipment «— 17 Year Amortization — «— 17 Year Amortization —
398.00 Miscellaneous Equipment «— 20 Year Amortization — «— 20 Year Amortization —

Total Amortizable 8.00% 11.16 43.56% 5.06%

Total General Plant 7.65% 9.75 3.3% 44.37% 5.26%
TOTAL INVESTMENT 3.96% 25.53 0.5% 39.34% 2.30%
NET SALVAGE
108.02 Distribution 43.08 -50.0% 33.61 -15.0% 5.68% 0.28%

Total net Salvage 33.61 5.68% 0.28%
TOTAL UTILITY 3.96% 25.53 -6.7% 44.22% 2.54%
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1. GENERAL DESCRIPTION

This document describes the plan for administering the Purchased Power and Fuel Adjustment
Clause (“PPFAC”) the Arizona Corporation Commission (“Commission”) approved for Tucson
Electric Power Company (“TEP”) in Decision No. XXXXX [DATE]. The PPFAC provides for

the recovery of fuel and purchased power costs from the date of that decision forward.
The PPFAC described in this Plan of Administration (“POA”) uses a forward-looking estimate

of fuel and purchased power costs to set a rate that is then reconciled to actual costs experienced.
This POA describes the application of the PPFAC.

2. DEFINITIONS

Applicable Interest - Based on one-year Nominal Treasury Constant Maturities rate contained in
the Federal Reserve Statistical Release H-15. The interest rate is adjusted annually on the first
business day of the calendar year.

Base Cost of Fuel and Purchased Power - An amount generally expressed as a rate per kWh,
which reflects the fuel and purchased power cost embedded in the base rates as approved by the
Commission in TEP's most recent rate case. The Base Cost of Fuel and Purchased Power
revenue is the approved rate per kWh times the applicable sales volumes. Decision No. XXXXX
set the base cost at $X. XXXX per kWh effective on [DATE].

Forward Component - An amount expressed as a rate per kWh charge that is updated annually on
April 1 of each year and effective with the first billing cycle in April. The Forward Component
for the PPFAC Year will adjust for the difference between the forecasted fuel and purchased
power costs expressed as a rate per kWh less the Base Cost of Fuel and Purchase Power
generally expressed as a rate per kWh embedded in TEP's base rates. The result of this
calculation will equal the Forward Component, expressed as a rate per kWh.

Forward Component Tracking Account - An account that records on a monthly basis TEP's
over/under-recovery of its actual costs of fuel and purchased power as compared to the actual
Base Cost of Fuel and Purchased Power revenue and Forward Component revenue; plus
Applicable Interest. The balance of this account as of the end of each PPFAC Year is, subject to
periodic audit, reflected in the next True-Up Component calculation. TEP files the balances and
supporting details underlying this Account with the Commission on a monthly basis via a
monthly reporting requirement.

Fuel and Purchased Power Costs ~ The costs recorded for the fuel and purchased power used by
TEP to serve both Total Native Load Energy Sales and Short Term Sales, less the costs
associated with Mark-to-Market Accounting adjustments. Wheeling costs are included. Broker’s
fees and other expenses TEP records in Account 557 are not included.
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Long Term Energy Sales - The portion of load from Total Native Load Energy Sales wholesale
customers (currently Salt River Project, Tohono O’odham Utility Authority and Navajo Tribal
Utility Authority) that is served by TEP, excluding the load served with Preference Power.

Mark-to-Market Accounting - Recording the value of qualifying commodity contracts to reflect
their current market value relative to their actual cost.

PPFAC - The Purchased Power and Fuel Adjustment Clause approved by the Commission in
Decision No. XXXXX, which is a combination of two rate components that track changes in the
cost of obtaining power supplies based upon forward-looking estimates of fuel and purchased
power costs that are eventually reconciled to actual costs experienced. This PPFAC also provides
for a reconciliation between actual and estimated costs of the last three months of estimated costs
used in True-Up Component calculations.

PPFAC Year - A consecutive 12-month period beginning each April 1 and lasting through March
31 the following year. The initial term of the PPFAC will begin on the effective date of the
Commission decision in this proceeding (Decision No. XXXXX) and end on March 31, 2009.
The first full year of the PPFAC will begin on April 1, 2009 and end on March 31, 2010. The
first True-Up Component will include costs and revenues from January 1, 2009 through March
31, 2009.

Preference Power - Power allocated to TEP wholesale customers by federal power agencies such
as the Western Area Power Administration.

Retail Native L.oad Energy Sales — The portion of load from Total Native Load Energy Sales
retail customers that is served by TEP and located within the TEP control area.

Short Term Sales — Wholesale sales made to non-Native Load customers for the purpose of
optimizing the TEP system, using TEP owned or contracted generation and purchased power,
less Mark-to-Market Accounting adjustments.

Short Term Sales Revenue - The revenue recorded from wholesale sales made to non-Native
Load customers, for the purpose of optimizing the TEP system, using TEP-owned or contracted
generation and purchased power, less Mark-to-Market Accounting adjustments.

SO, Allowance Sales — The revenues related to the sale of SO, emission allowances, including
Gain on SO, Allowance Sales and Auction Proceeds net of Commissions Paid.

Total Native Load Energy Sales — Retail Native Load Energy Sales and Long Term Energy Sales
for which TEP has a generation service obligation.

True-Up Component - An amount expressed as a rate per kWh charge that is updated annually
on April 1 of each year and effective with the first billing cycle in April. The purpose of this
charge is to provide for a true-up mechanism to reconcile any over or under-recovered amounts
from the preceding PPFAC Year tracking account balances to be refunded/collected from
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customers in the coming year's PPFAC rate. The first True-Up Component will include costs
and revenues from January 1, 2009 through March 31, 2009.

True-Up Component Tracking Account - An account that records on a monthly basis the account
balance to be collected or refunded via the True-Up Component rate as compared to the actual
True-Up Component revenues, plus Applicable Interest; the balance of which at the close of the
preceding PPFAC Year is, subject to periodic audit, then reflected in the next True-Up
Component calculation. TEP files the balances and supporting details underlying this Account
with the Commission on a monthly basis.

Wheeling Costs (FERC Account 565, Transmission of Electricity by Others) - Amounts payable
to others for the transmission of TEP's electricity over transmission facilities owned by others.

Wholesale Trading Activity — Revenue recorded from realized wholesale trading profits.

3. PPFAC COMPONENTS

The PPFAC Rate will consist of two components designed to provide for the recovery of actual,
prudently incurred fuel and purchased power costs. Those components are:

1. The Forward Component, which recovers or refunds differences between expected
PPFAC Year (each April 1 through March 31 period shall constitute a PPFAC
Year) fuel and purchased power costs and those embedded in base rates.

2. The True-Up Component, which tracks the differences between the PPFAC Year’s
actual fuel and purchased power costs and those costs recovered through the
combination of base rates and the Forward Component, and which provides for
their recovery during the next PPFAC Year.

The PPFAC Year begins on April 1 and ends the following March 31. The first full PPFAC Year
in which the PPFAC rate shall apply will begin on April 1, 2009 and end on March 31, 2010.
Succeeding PPFAC Years will begin on each April 1 thereafter.

For the period from when the Commission issued Decision No. XXXXX in this case — until
March 31, 2009 — the Base Cost of Fuel and Purchased Power rate established in that decision
will be in effect. The first True-Up will include costs and revenues from January 1, 2009
through March 31, 2009.

On or before October 31 of each year, TEP will submit a PPFAC Rate filing, which shall include
a proposed calculation of the components for the PPFAC rate. This filing shall be accompanied
by supporting information as Staff determines to be required. TEP will supplement this filing
with a True-Up Component filing on or before February 1 in order to replace estimated balances
with actual balances, as explained below.
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A. Forward Component Description

The Forward Component is intended to refund or recover the difference between: (1) the fuel and
purchased power costs embedded in base rates and (2) the forecasted fuel and purchased power
costs over a PPFAC Year that begins on April 1 and ends the following March 31. TEP will
submit, on or before October 31 of each year, a forecast for the upcoming PPFAC year (April 1
through March 31) of its fuel and purchase power costs. It will also submit a forecast of kWh
sales for the same PPFAC year, and divide the forecasted costs by the forecasted sales to produce
the cents per kWh unit rate required to collect those costs over those sales. The result of
subtracting the Base Cost of Fuel and Purchased Power from this unit rate shall be the Forward
Component.

All revenues from Short Term Sales will be credited against fuel and purchased power costs.
Ten percent of the net positive margins realized by TEP during the PPFAC year on its Wholesale
Trading Activities will be credited against fuel and purchased power costs. Fifty percent of the
margins realized by TEP on SO, Allowance Sales will be credited against fuel and purchased
power costs.

TEP shall maintain and report monthly the balances in a Forward Component Tracking Account,
which will record TEP's over/under-recovery of its actual costs of fuel and purchased power as
compared to the actual Base Cost of Fuel and Purchased Power revenue and Forward Component
revenue. This Account will operate on a PPFAC Year basis (i.e. April 1 to the following March
31), and its balances will be used to administer this PPFAC's True-Up Component, which is
described immediately below.

B. True-Up Component Description

The True-Up Component in any current PPFAC Year is intended to refund or recover the
balance accumulated in the Forward Component Tracking Account (described above) during the
previous PPFAC year. Also, any remaining balance from the True-Up Component Tracking
Account as of March 31 would roll over into the True-Up Component for the coming PPFAC
year starting April 1.The sum of projected Forward Component Tracking Account and True-Up
Component Tracking Account balances on March 31 is divided by the forecasted PPFAC year
kWh sales to determine the True-Up Component for the coming PPFAC year.

TEP shall maintain and report monthly the balances in a True-Up Component Tracking Account,
which will reflect monthly collections or refunds under the True-Up Component and the amounts
approved for use in calculating the True-Up Component.

Each annual TEP filing on October 31 will include an accumulation of Forward Component
Tracking Account balances and True-Up Component Tracking Account balances for the
preceding April through September and an estimate of the balances for October through March
(the remaining six months of the current PPFAC Year). The TEP filing shall use these balances
to calculate a preliminary True-Up Component for the coming PPFAC Year. On or before
February 1, TEP will submit a supplemental filing that recalculates the True-Up Component.
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This recalculation shall replace estimated monthly balances with those actual monthly balances
that have become available since the October 31 filing.

The October 31 filing's use of estimated balances for October through March (with supporting
workpapers) is required to allow the PPFAC review process to begin in a way that will support
its completion and a Commission decision before April 1. The February 1 updating will allow for
the use of the most current balance information available. In addition to the February 1 update
filing, TEP's monthly filings (for the months of September through December) of Forward
Component Tracking Account balance information and True-Up Component Tracking Account
balance information will include a recalculation (replacing estimated balances with actual
balances as they become known) of the projected True-Up Component unit rate required for the
next PPFAC Year.

The True-Up Component Tracking Account will measure the changes each month in the True-
Up Component balance used to establish the current True-Up Component as a result of
collections under the True-Up Component in effect. It will subtract each month's True-Up
Component collections from the True-Up Component balance. The True-Up Component
Account will also include Applicable Interest on any balances. TEP shall file the amounts and
supporting calculations and workpapers for this account each month.

4. CALCULATION OF THE PPFAC RATE

The PPFAC rate is the sum of the two components; i.e., Forward Component and True-Up
Component. The PPFAC rate shall be applicable to TEP's retail electric rate schedules (except
those specifically exempted) and is adjusted annually. The PPFAC Rate shall be applied to the
customer's bill as a monthly kilowatt-hour ("kWh") charge that is the same for all customer
classes.

The PPFAC rate shall be reset on April 1 of each year, and shall be effective with the first April

billing cycle only after approval by the Commission. It is not prorated. The first True-Up
Component will include costs and revenues from January 1, 2009 through March 31, 2009.

3. FILING AND PROCEDURAL DEADLINES

A. October 31 Filing

TEP shall file the PPFAC rate with all Component calculations for the PPFAC year beginning on
the next April 1, including all supporting data, with the Commission on or before October 31 of
each year. That calculation shall use a forecast of kWh sales and of fuel and purchased power
costs for the coming PPFAC year, with all inputs and assumptions being the most current
available for the Forward Component. The filing will also include the True-Up Component
calculation for the year beginning on the next April 1, with all supporting data. That calculation
will use the same forecast of sales used for the Forward Component calculation.
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B. Februarv 1 Filing

TEP will update the October 31 filing by February 1. This update will replace estimated Forward
Component Tracking Account balances, and the True-Up Component Tracking Account
balances, with actual balances and with more current estimates for those months (January,
February and March) for which actual data are not available. The new PPFAC rate will go into
effect on April 1 only after approval by the Commission.

C. Additional Filings

TEP will also file with the Commission any additional information that the Staff determines it
requires to verify the component calculations, account balances, and any other matter pertinent to
the PPFAC.

D. Review Process

The Commission Staff and interested parties will have an opportunity to review the October 31
and February 1 forecast, balances, and supporting data on which the calculations of the two
PPFAC components have been based. Any objections to the October 31 calculations must be
filed within 45 days of the TEP filing. Any objections to the February 1 calculations must be
filed within 15 days of the TEP filing.

E. Extraordinary Circamstances

Should an unusual event occur that causes a drastic change in forecasted fuel and energy prices —
such as a hurricane or other calamity — TEP will have the ability to request an adjustment to the
Forward Component reflecting such a change. The Commission may provide for the change
over such period as the Commission determines appropriate.

6. VERIFICATION AND AUDIT

The amounts charged through the PPFAC will be subject to periodic audit to assure their
completeness and accuracy and to assure that all fuel and purchased power costs were incurred
reasonably and prudently. The Commission may, after notice and opportunity for hearing, make
such adjustments to existing balances or to already recovered amounts as it finds necessary to
correct any accounting or calculation errors or to address any costs found to be unreasonable or
imprudent. Such adjustments, with appropriate interest, shall be recovered or refunded in the
True-Up Component for the following year (i.e. starting the next April 1.)

7. SCHEDULES

Samples of the following schedules are attached to this Plan of Administration:
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Schedule I  PPFAC Rate Calculation Effective April 1, 20XX

Schedule 2  PPFAC Forward Component Rate Calculation Effective April 1, 20XX

Schedule 3  PPFAC Forward Component Tracking Account (in effect April 1, 20XX — March
31, 20XX)

Schedule 4  PPFAC True-Up Component Rate Calculation Effective Month XX, 20XX

Schedule 5 PPFAC True-Up Component Tracking Account (in effect April 1, 20XX — March
31, 20XX). The first True-Up will include costs and revenues from January 1,
2009 through March 31, 2009.

8. COMPLIANCE REPORTS

TEP shall provide monthly reports to Staff's Compliance Section and to the Residential Utility
Consumer Office detailing all calculations related to the PPFAC. A TEP Officer shall certify
under oath that all information provided in the reports itemized below is true and accurate to the
best of his or her information and belief. These monthly reports shall be due within 30 days of
the end of the reporting period.

The publicly available reports will include at a minimum:

1. The PPFAC Rate Calculation (Schedule 1); Forward Component and True-Up
Component Calculations (Schedules 2 and 4); Annual Forward Component and,
True-Up Component Tracking Account Balances (Schedules 3 and 5). Additional
information will provide other relative inputs and outputs such as:

Total power and fuel costs.

Customer sales in both MWh and thousands of dollars by customer class.

Number of customers by customer class.

A detailed listing of all items excluded from the PPFAC calculations.

A detailed listing of any adjustments to the adjustor reports.

Total short term sales revenues.

System losses in MWh.

Monthly maximum retail demand in MW.

SO, allowance sales.

FER MO A O

2. Identification of a contact person and phone number from TEP for questions.

TEP shall also provide to Commission Staff monthly reports containing the information listed
below. These reports shall be due within 30 days of the end of the reporting period. These
additional reports may be provided confidentially.

A. Information for each generating unit will include the following items:
1. Net generation, in MWh per month, and 12 months cumulatively.
2. Average heat rate, both monthly and 12-month average.
3. Equivalent forced-outage rate, both monthly and 12-month average.
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4. Outage information for each month including, but not limited to, event type,
start date and time, end date and time, and a description.

5. Total fuel costs per month.

6. The fuel cost per kWh per month.

B. Information on power purchases will include the following items per seller
(information on economy interchange purchases may be aggregated):

1. The quantity purchased in MWh.

2. The demand purchased in MW to the extent specified in the contract.

3. The total cost for demand to the extent specified in the contract.

4. The total cost of energy.

C. Information on short-term sales will include the following items:
1. An itemization of short-term sales margins per buyer.
2. Details on negative short-term sales margins.

D. Fuel purchase information shall include the following items:
1. Natural gas interstate pipeline costs, itemized by pipeline and by individual
cost components, such as reservation charge, usage, surcharges and fuel.
2. Natural gas commodity costs, categorized by short-term purchases (one month
or less) and longer term purchases, including price per therm, total cost,
supply basin, and volume by contract.

E. TEP will also provide:

1. Monthly projections for the next 12-month period showing estimated
(Over)/undercollected amounts.

2. A summary of unplanned outage costs by resource type.

3. The data necessary to arrive at the Native Load Energy Sales MWh reflected
in the non-confidential filing.

4. The data necessary to arrive at the Total Fuel and Purchased Power cost
reflected in the non-confidential filing (Section 8.1.a).

In addition, TEP will prepare certain schedules and documents that will provide the necessary
transparency of TEP’s fuel and purchased power procurement activities such that the prudence of
these activities can be determined and compliance with company procurement protocols can be
confirmed.

Workpapers and other documents that contain proprietary or confidential information will be
provided to the Commission Staff under an appropriate protective agreement. TEP will keep fuel
and purchased power invoices and contracts available for Commission review. The Commission
has the right to review the prudence of fuel and power purchases and any calculations associated
with the PPFAC at any time. Any costs flowed through the PPFAC are subject to refund, if those
costs are found to be imprudently incurred.
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9. ALLOWABLE COSTS

A. Accounts

The allowable PPFAC costs include fuel and purchased power costs incurred to provide service
to retail customers. Additionally, the prudent direct costs of contracts used for hedging system
fuel and purchased power will be recovered under the PPFAC. The allowable cost components
include the following Federal Energy Regulatory Commission ("FERC") accounts:

501 Fuel (Steam)

547 Fuel (Other Production)

555 Purchased Power

565 Wheeling (Transmission of Electricity by Others)

These accounts are subject to change if the Federal Energy Regulatory Commission alters its
accounting requirements or definitions.

B. Other Allowable Costs

= None without preapproval from the Commission in an Order.
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Setilement Exhibit No. 7

TUCSON ELECTRIC POWER COMPANY
RATE INCREASE PROPOSAL BY RATE SCHEDULE

A_diusted TY
Revenue (Excludes Proposed Totai Proposed  Percentage
Line DSM & Includes Revenue Revenue increase by
No. Pricing Plans Present and Proposed Rate Schedules CTC) Increase Requirement  Rate Schedule
(A) (B) (A) + (B) CINRCY]
1 Lifeline R-06 and R-08 $13,071,130 ] $13,071.130 0.0%
2 Residential Service R-01 $317,539,032  $19,482,866 $337,021,898 6.1%
3 Residential Water Heating - Frozen R-02F (FROZEN) $369,771 $22,688 $392,458 6.1%
4 Residential Time of Use R-21F (FROZEN) ™ $3,968,356 $243,482 $4,211,838 6.1%
5 Residential Time of Use R-70F (FROZEN) @ $5,051,329 $309,928 $5,361,257 6.1%
6 Special Residential Electric Service R-201AF, R-201BF, R-201CF (FROZEN) @ $7.837.008 $480,846 $6.317 854 6.1%
7 RESIDENTIAL TOTAL 347,836,625 20,539,810 368,376,435 5.9%
8 General Service GS-10 $184,988,888  $11,350,144 $196,339,032 6.1%
9  General Service PRS PRS-10 $27,548 $1.690 $29,239 6.1%
10 General Service Time of Use GS-76 (FROZEN) @ $11,697,293 $717,697 $12,414,990 6.1%
11 Interruptible Agricultural Pumping GS-31 $823,391 $50,520 $873,911 6.1%
12 General Service Mobile Home Parks  GS-11F (FROZEN)® $5,124,900 $314,442 $5,439,342 6.1%
13 Large General Setvice GS-13 $96,038,800  $5,892,539 $101,931,338 6.1%
14 Large General Service PRS PRS-13 $673,375 $41,315 $714,690 6.1%
15  Large General Service Timeof Use  GS-85AF @ and GS-85F V (FROZEN) $9,028,082 $553,925 $9,582,008 6.1%
15 Large Light and Power LLP-14 $37,294,915  $2,288,260 $39,583,175 6.1%
16 Large Light and Power PRS PRS-14 $7,426,586 $455,664 $7,882,251 6.1%
17  Large Light and Power Time of Use  LLP-90AF ® and LLP 90F "’ (FROZEN) $14,084,031 $864,137 $14,948,168 6.1%
18 Mines Contract $45,544,537  $2,794,422 $48,338,959 8.1%
19  Traffic Signals and Street Lighting PS-41,P47 $2,267,167 $139,104 $2,406,271 6.1%
20 Lighting PS-50,GS-51 $2,183,039 $133,942 $2,316,981 6.1%
21 Municipal Service PS-40 $8,006,168 $496,747 $8,592,915 6.1%
22 Municipal Water Pumping PS-43 $7,956,899 $488,202 $8,445,101 6.1%
23 TOTAL $781,092,244  $47,122,562  $828,214,806 6.0%
Notes:

(1) These pricing plans are frozen to existing and new subscription.
(2) These pricing plans are frozen to new subscription only




Settlement Exhibit No. 8

Tucson
L‘Z‘ny’”‘/{ Pricing Plan LLP-85N
e Large General Service Time-of-Use
The Energy People
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

| APPLICABILITY

| To all general power and lighting service unless otherwise addressed by specific rate schedules, when all energy is supplied at one
point of delivery and through one metered service. Not applicable to resale, breakdown, standby, or auxiliary service.
Service under this pricing plan will commence when the appropriate meter has been installed.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability at point of delivery.
Primary metering may be used by mutual agreement.

PRICE SCHEDULE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

\
|
i Customer Charge $371.87 per month

1 ( Demand Charges (includes Generation Capacity):
| Summer On-peak $11.869 per kW
Summer Off-peak
(applies to all off-peak demand bill determinates) $ 8.239 per kW
Winter On-peak $8.908 per kW
Winter Off-peak Demand
(applies to all off-peak demand bill determinates) $ 6.418 perkW
Note:
1. For demand billing, “on-peak demand” shall be based on demand measured during both peak and
shoulder peak periods.

2. For demand billing, “off-peak demand” shall be based on demand measured during the off- peak periods.
3. Unlike Schedules LLP Rates 85A, 85F,90A, 90F, and 90N, the demand charges above are NOT excess
demand charges; they apply to all Off-Peak kW, not just Off-Peak kW in excess of 150% of Peak kW.

Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel ' Effective: PENDING
District: Entire Electric Service Area Page No.: 1of6




Settlement Exhibit No. 8

Tucson
Electric
( Power

The Energy People

Pricing Plan LLP-85N
Large General Service Time-of-Use

Energy Charges {excluding Fuel and Purchased Power):

Summer Winter
{May - October) (November - April)
On-Peak $0.007500 $0.002500
Shoulder-Peak $0.005000 N/A
Off-Peak $0.002500 ‘ $0.000000

The Summer periods below apply on all days for consumption-based (kWh-based charges) charges.

On-Peak is 2:00 p.m. to 6:00 p.m.

Shoulder-Peak is 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m. (included with On-Peak for
demand-based (kW-based) charges).

Off-Peak is 12:00 a.m. {midnight) to 12:00 p.m. (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

The Winter periods below apply on all days for consumption-based (kWh-based charges) charges.
On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.

Shoulder-Peak: there are no shoulder peak periods in the winter.
( Off-Peak is 12:00 a.m. (midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Fuel and Purchased Power (per kWh):

Summer Winter
{May — October) (November - April)
On-Peak $0.059253 $0.036088
Shoulder-Peak $0.033588 N/A
Off-Peak $0.025299 $0.027799

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.

SHOULDER CONSUMPTION (kWh) IN OCTOBER

Any shoulder consumption (kWh) remaining from October usage shall be billed at the summer shoulder price in following billing

months.

<\ Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 20f6




Settlement Exhibit No. 8

Tucson

Electric y
Pl .
( Pouwer Pricing Plan LLP-85N

The Energy People

Large General Service Time-of-Use

BILLING DEMAND

For demand billing, on-peak demand shall be based on demand measured during both peak and shoulder peak periods.

The billing demand shall be specified in the contract, but shall not be less than 200 kW. Additionally, the On-Peak billing demand shall
not be less than 50.00% of the maximum On-Peak billing demand in the preceding eleven months, unless otherwise specified in the
contract.

PRIMARY SERVICE
The rates contained in this schedule reflect secondary service and shall be subject to a primary discount of 20.6 cents per kW per
month (on the bundled rate, with the discount take from the unbundled kW delivery charge) on the billing demand each month.

POWER FACTOR ADJUSTMENT
The above rate is subject to a discount or a charge of 1.3¢ per kW of billing demand for each 1% the average monthly power factor
is above or below 90% lagging to a maximum discount of 13.0¢ per kW of billing demand per month.

( BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:
Customer Charges:
Meter Services $223.13 per month
Meter Reading $ 18.59 per month
| Billing & Collection $111.56 per month
| Customer Delivery $ 18.59 per month
‘ Demand Charges ($/kW)
Generation Capacity Charges (in $/kW)
Summer On-peak $ 5.530 per kW
Summer Off-peak
(applies to all off-peak demand bill determinates) $ 3.030 per kW
Winter On-peak $ 4.530 per kW
Winter Off-peak Demand
(applies to all off-peak demand bill determinates) $ 2.030 per kW
Delivery Charges (in $/kW)
Summer On-peak ' $ 3.561 per kW
Summer Off-peak
(applies to all off-peak demand bill determinates) $2.873 perkW
(/
N Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel ‘ Effective: PENDING

District: Entire Electric Service Area Page No.: 3of6




Settlement Exhibit No. 8

Pricing Plan LLP-85N
Large General Service Time-of-Use
The Energy Pegple
Winter On-peak $ 2.351 per kW
Winter Off-peak Demand

(applies to all off-peak demand bill determinates)

Fixed Must Run Charges (in $/kW)
Summer & Winter; On-peak kW
Summer & Winter; Off-peak kW
(applies to all off-peak demand bill determinates)
System Benefits Charges (in $/kW)
Summer & Winter; On-peak kW
Summer & Winter; Off-peak kW
(applies to all off-peak demand bill determinates)

Transmission (in $/kW)
Summer On-peak Demand
Summer Off-peak Demand
Winter On-peak Demand
Winter Off-peak Demand

Transmission - Ancillary Services 1 System Control & Dispatch
Summer On-peak Demand
Summer Off-peak Demand
Winter On-peak Demand
Winter Off-peak Demand

Transmission - Ancillary Services 2 Reactive Supply and Voltage Control
Summer On-peak Demand

$ 2.363 per kW

$ 0.315 per kW
$ 0.314 per kW

$ 0.043 per kW
$ 0.042 per kW

$ 1.887 per kW
$ 1.544 per kW
$ 1.301 per kW
$1.301 per kW

$ 0.026 per kW
$ 0.021 per kW
$ 0.018 per kW
$0.018 per kW

$ 0.101 per kW

Summer Off-peak Demand $ 0.083 per kW
Winter On-peak Demand $ 0.070 per kW
Winter Off-peak Demand $0.070 per kW
Transmission - Ancillary Services 3 Regulation and Frequency Response
Summer On-peak Demand $0.098 per kW
Summer Off-peak Demand $ 0.080 per kW
Winter On-peak Demand $ 0.067 per kW
Winter Off-peak Demand $ 0.067 per kW
Transmission - Ancillary Services 4 Spinning Reserve Service
Summer On-peak Demand $ 0.265 per kW
Summer Off-peak Demand $0.217 per kW
Winter On-peak Demand $0.183 per kW
< Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 40f6




Settlement Exhibit No. 8

Pricing Plan LLP-85N
Large General Service Time-of-Use
7he Energqy People
Winter Off-peak Demand $ 0.183 per kW
Transmission - Ancillary Services 5 Supplemental Reserve Service
Summer On-peak Demand $0.043 per kW
Summer Off-peak Demand $0.035 per kW
Winter On-peak Demand $ 0.030 per kW
Winter Off-peak Demand $ 0.030 per kW
Energy Imbalance Service: currently charged pursuant to the Company’s OATT.
Energy Charges ($/kWh):
Delivery Charges (in $/kWh);
Summer Winter
(May — October) {November - April)
On-Peak $0.007500 $0.002500
Shoulder-Peak $0.005000 N/A
Off-Peak $0.002500 $0.000000

Fixed Must Run and Systems Benefits charges are recovered under demand components above.

Fuel and Purchased Power (per kWh):

Summer Winter
{May — October) {November - April)
On-Peak $0.059253 $0.036088
Shoulder-Peak $0.033588 N/A
Off-Peak $0.025299 $0.027799

DIRECT ACCESS

A customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR {AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel Effective: PENDING
District; Entire Electric Service Area Page No.: S5of6
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Settlement Exhibit No. 8

Pricing Plan LLP-85N
Large General Service Time-of-Use

The Energy Pegple

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any
taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or
the price or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold
hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized.

Filed By: Raymond S. Heyman Tariff No.: LLP-85N
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 60f6




Settlement Exhibit No. 8

75_,-535501‘,;/'; Pricing Plan LLP-90N
a Pouwer : Large Light and Power Service Time-of-Use
7he Energy Pegple
1

| AVAILABILITY
1 Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

| CHARACTER OF SERVICE

Service shall be three phase, 60 Hertz, Primary Service, and shall be supplied directly from any 46,000 volt, or higher voltage,
system at a delivery voltage of not less than 13,800 volts and delivered at a single point of delivery unless otherwise specified in
the contract.

PRICE SCHEDULE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

|
1
Customer Charge $500.00 per month
|

Demand Charges (includes Generation Capacity): ~

Summer On-peak $20.030 per kW
Summer Off-peak Excess Demand $10.030 per kW
Winter On-peak $15.030 per kW

( Winter Off-peak Excess Demand $ 7.530 per kW
Note:
1. For demand billing, “on-peak demand” shall be based on demand measured during both peak and
shoulder peak periods.

2. Excess off-peak demand is defined as that positive amount (if any) by which off-peak billing demand
exceeds 150% of “on-peak demand” - where “on-peak demand " includes peak and shoulder peak periods.

Energy Charges (excluding Fuel and Purchased Power):

Summer Winter
(May — October) (November - April)
On-Peak $0.001113 $0.000723
Shoulder-Peak $0.001113 N/A
Off-Peak $0.000716 $0.000521
Fuel and Purchased Power (per kWh):
Summer Winter
{May - October) (November - April)
On-Peak $0.041786 $0.027126
Shoulder-Peak $0.041786 N/A
Off-Peak $0.026872 $0.019542
Filed By: Raymond S. Heyman Tariff No.: LLP-0N
Title: Senior Vice President, General Counsel Effective: PENDING

District: Entire Electric Service Area Page No.: 1of5
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Tucson

~ . Pricing Plan LLP-90N
LZ%ZZ‘; Large Light and Power Service Time-of-Use

7The Energqy Pegple

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.

The Summer periods below apply on all days for consumption-based (kWh-based charges) charges.

On-Peak is 2:00 p.m. to 6:00 p.m.

Shoulder-Peak is 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m. (included with On-Peak for
demand-based (kW-based) charges).

Off-Peak is 12:00 a.m. (midnight) to 12:00 p.m. {noon} and 8:00 p.m. to 12:00 a.m. (midnight)

The Winter periods below apply on all days for consumption-based (kWh-based charges) charges.
On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.

Shoulder-Peak: there are no shoulder peak periods in the winter.
Off-Peak is 12:00 a.m. (midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

SHOULDER CONSUMPTION (kWh) IN OCTOBER

Any shoulder consumption (kWh) remaining from October usage shall be billed at the summer shoulder price in following billing
months.

BILLING DEMAND

For demand billing, on-peak demand shali be based on demand measured during both peak and shoulder peak periods.

The billing demand shall be specified in the contract, but shall not be less than 3,000 kW. Additionally, the On-Peak billing demand
shall not be less than 50.00% of the maximum On-Peak billing demand in the preceding eleven months, unless otherwise specified in

the contract.

Excess off-peak demand is defined as that positive amount (if any) by which off-peak billing demand exceeds 150% of on-peak period
demand - where “on-peak” includes peak and shoulder peak periods. .

In the event that excess off-peak demand occurs, excess off-peak demand shall be billed at the off-peak excess demand price.

PRIMARY SERVICE
The above rate is subject to Primary Service and Metering. The Customer will provide the entire distribution system (including
transformers) from the point of delivery to the load. The energy and demand shall be metered on primary side of transformers

Filed By: Raymond S. Heyman Tariff No.: LLP-90ON
Title: Senior Vice President, General Counsel , Effective: PENDING
District: Entire Electric Service Area Page No.: 2 of 5




Tucson Pricing Plan LLP-90N

Large Light and Power Service Time-of-Use

Electric
( Power

The Energy Pegple

POWER FACTOR ADJUSTMENT
The above rate is subject to a discount or a charge of 1.3¢ per kW of billing demand for each 1% the average monthly power factor
is above or below 90% lagging to a maximum discount of 13.0¢ per kW of billing demand per month.

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $300.00 per month
Meter Reading $025.00 per month
Billing & Collection $150.00 per month
Customer Delivery $ 25.00 per month
Demand Charges ($/kW)
Generation Capacity Charges (in $/kW)
Summer On-peak $13.977 per kW
Summer Off-peak Excess Demand $ 4.841 per kW
Winter On-peak $10.058 per kW

Winter Off-peak Excess Demand

Fixed Must Run Charges (in $/kW)
Summer & Winter On-peak

$ 3.422 per kW

$1.728 per kW

Summer & Winter Off-peak Excess Demand $ 0.864 per kW
Transmission (in $/kW)
Summer On-peak Demand & Off-peak Excess Demand(kW) . $ 3.374 per kW

Winter On-peak Demand & Off-peak Excess Demand (kW)

Transmission - Ancillary Services 1 System Control & Dispatch

$ 2.531 per kW

Summer On-peak Demand & Off-peak Excess Demand(kW) $0.046 per kW
Winter On-peak Demand & Off-peak Excess Demand (kW) $ 0.034 per kW
Transmission - Ancillary Services 2 Reactive Supply and Voltage Control

Summer On-peak Demand & Off-peak Excess Demand(kW) $ 0.180 per kW

Winter On-peak Demand & Off-peak Excess Demand (kW) $ 0.135 per kW
Filed By: Raymond S. Heyman Tariff No.: LLP-90ON
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 3of5




Tucson

Clectric Pricing Plan LLP-90N

Large Light and Power Service Time-of-Use

Power

7The Energy Pegple

Transmission - Ancillary Services 3 Regulation and Frequency Response

Summer On-peak Demand & Off-peak Excess Demand(kW) $0.175 per kW

Winter On-peak Demand & Off-peak Excess Demand (kW) $0.131 perkW
Transmission - Ancillary Services 4 Spinning Reserve Service

Summer On-peak Demand & Off-peak Excess Demand(kW) | $0.473 per kW

Winter On-peak Demand & Off-peak Excess Demand (kW) $ 0.355 per kW
Transmission - Anciflary Services 5 Supplemental Reserve Service

Summer On-peak Demand & Off-peak Excess Demand(kW) $0.077 per kW

Winter On-peak Demand & Off-peak Excess Demand (kW) $ 0.058 per kW

Energy Imbalance Service: currently charged pursuant to the Company’s OATT.

Energy Charges ($/kWh):
Delivery Charges (in $/kWh) excluding Systems Benefits Charges: $0.000433 per kWh
Summer Winter
{May - October) {November - April)
On-Peak $0.000680 $0.000290
Shoulder-Peak $0.000680 N/A
Off-Peak $0.000283 $0.000088
System Benefits Charges (in $/kWh) $0.000433 per kWh
Fuel and Purchased Power Charges (in $/kWh):
Summer Winter
(May — October) {November -~ April)
On-Peak $0.041786 $0.027126
Shoulder-Peak $0.041786 N/A
Off-Peak $0.026872 $0.019542

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer's bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

Filed By: Raymond S. Heyman Tariff No.: LLP-90N
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 4 of 5




Tucson

= ; Pricing Plan LLP-90N
[ZEDZI"I?i Large Light and Power Service Time-of-Use
The Energy Pegple
TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any
taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or
the price or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold
hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized.

| \\ Filed By: Raymond S. Heyman Tariff No.: LLP-90N

L Title: Senior Vice President, General Counsel ' Effective: PENDING
| District: Entire Electric Service Area Page No.: 50f5
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Settlement Exhibit No.8

Pricing Plan R-01
Residential Electric Service

The Energy People

AVAILABILITY ,
Throughout the entire area where facilities of the Company are of adequate capacity and are adjacent to the premise.

APPLICABILITY

To all single phase or three phase (subject to availability at point of delivery) residential electric service in individual private dwellings and
individually metered apartments when all service is supplied at one point of delivery and energy is metered through one meter;

however, electric water heating may be metered separately.

Not applicable to resale, breakdown, standby, auxiliary service, or service to individual motors exceeding 40 amperes at a rating of 230

volts or which will cause excessive voltage fluctuations.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase setvice $ 7.00 per month
Customer Charge, Three Phase service $13.00 per month

Energy Charges: All energy charges below are charged on a per kWh basis.

Delivery Charges

Summer Winter
(May — October) (November - April)
First 500 kWh $0.046925 $0.047309
Next 3,000 kWh $0.068960 $0.067309
3,501 kWh and above $0.088960 $0.087309
Fuel and Purchased Power:
Summer, all kWhs $0.033198 per kWh
Winter, all kWhs : $0.025698 per kWh

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per
kWh adjustment in accordance with Rider-1 PPFAC to reflect any increase or decrease in the cost to the Company for
energy either generated or purchased above or below the base cost per kWh sold.

Filed By: Raymond S. Heyman Tariff No.: R-01
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 10f3




Pricing Plan R-01
Residential Electric Service

The Energy Pegple

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month
Meter Reading $0.80 per month
Billing & Collection : $3.29 per month
Customer Delivery $1.40 per month

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges (kWh):
Delivery Charges
Summer Winter
(May - October) (November - April)
First 500 kWh $0.000025 . $0.003076
Next 3,000 kWh $0.022060 $0.023076
3,501 kWh and above $0.042060 $0.043076
Generation Capacity
Summer $0.032938 per kWh
Winter $0.030271 per kWh
(\ Fixed Must-Run $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission Ancillary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company’s OATT.

Fuel and Purchased Power:
Summer $0.033198 per kWh
Winter $0.025698 per kWh

DIRECT ACCESS

A customer's Direct Access bill will include alf unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

Filed By: Raymond S. Heyman Tariff No.: R-01
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Tucson
E/ectric
Power

Pricing Plan R-01
Residential Electric Service

The Energy People

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
Access fee schedule authorized.

Filed By: Raymond S. Heyman Tariff No.: R-01
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Revised Settlement Exhibit No. 8

Pricing Plan LLP-14
Large Light and Power Service

The Efgy Pea/e

AVAILABILITY
Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

CHARACTER OF SERVICE

Service shall be three phase, 60 Hertz, Primary Service, and shall be supplied directly from any 46,000 volt, or higher voltage, system at a
delivery voltage of not less than 13,000 volts and delivered at a single point of delivery unless otherwise specified in the contract.

PRICE SCHEDULE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge $500.00 per month
Demand Charge (Includes Generation Capacity): $19.024 per kW of Billing Demand per month
Energy Charges:
Energy Charge (excluding Fuel & Purchase Power: $0.000433 per kWh
Fuel & Purchase Power
Summer, all kWhs $0.032577 per kWh
Winter, all kWhs $0.025077 per kWh

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above
or below the base cost per kWh sold.

BILLING DEMAND

The billing demand shall be specified in the contract, but shall not be less than 3,000 kW. Additionally, the On-Peak billing demand shall
not be less than 66.7% of the maximum On-Peak billing demand in the preceding eleven (11) months, unless otherwise specified in the
contract.

PRIMARY SERVICE
The above rate is subject to Primary Service and Metering. The Customer will provide the entire distribution system (including
transformers) from the point of delivery to the load. The energy and demand shall be metered on primary side of transformers

POWER FACTOR ADJUSTMENT
The above rate is subject to a discount or a charge of 1.3¢ per kW of billing demand for each 1% the average monthly power factor is
above or below 90% lagging to a maximum discount of 13.0¢ per kW of billing demand per month.

Filed By: Raymond S. Heyman Tariff No.: LLP-14
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Pricing Plan LLP-14
Large Light and Power Service

ower

The Enwyypep/e

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $300.00 per month
Meter Reading $025.00 per month
Billing & Collection $150.00 per month
Customer Delivery $025.00 per month

Demand Charges:

Generation Capacity $12.832 per kW per month
Fixed Must-Run $01.862 per kW per month
Transmission $03.378 per kW per month
Transmission Ancillary Services
System Control & Dispatch $0.046 per kW per month
Reactive Supply and Voltage Control $0.180 per kW per month
Regulation and Frequency Response $0.175 per kW per month
Spinning Reserve Service $0.474 per kW per month
Supplemental Reserve Service $0.077 per kW per month

Energy Imbalance Service: currently charged pursuant to the Company's OATT.

Energy Charges:

System Benefits $0.000433 per kWh
Fuel and Purchased Power:;
Summer, all kWhs $0.032577 per kWh
Winter, all kWhs $0.025077 per kWh

DIRECT ACCESS

A customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those services
may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and Generation. If
any of these services are not available from a third party supplier and must be obtained from the Company, the rates for Unbundled
Components set forth in this tariff will be applied to the customer's bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA} CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

Filed By: Raymond S, Heyman Tariff No.: LLP-14
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Pricing Plan LLP-14
Large Light and Power Service

7he Energy People

TAX CLAUSE
To the charges computed under the above rate, including ary adjustments, shall be added the applicable proportionate part of any taxes or

governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price or
revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

¢

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not inconsistent

with this pricing plan.

ADDITIONAL NOTES
Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer's contract, if applicable. Additional or alfernate Direct Access charges may be assessed pursuant to any Direct

Access fee schedule authorized.
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T C Settlement Exhibit No. 8
LL,‘:/ESZ‘I/’IC Pricing Plan R-70N-B
Power Residential Time-of-Use — Weekend Includes Shoulder
The Energy People
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To all general power and lighting service unless otherwise addressed by specific rate schedules, when all energy is supplied at one
point of delivery and through one metered service. Not applicable to resale, breakdown, standby, or auxiliary service.

Service under this pricing plan will commence when the appropriate meter has been installed.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability at point of delivery.
Primary metering may be used by mutual agreement.

PRICE SCHEDULE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service $ 8.00 per month
Customer Charge, Three Phase service $14.00 per month
(\ ‘ Energy Charges:
SUMMER
(May - October) On-Peak Shoulder-Peak Ofi-Peak
First 500 kWh $0.079947 $0.050121 $0.041217
Next 3,000 kWh $0.096571 $0.070121 $0.057841
Over 3,500 kWh $0.116571 $0.090121 $0.077841
Summer TOU periods:

Weekdays except Memorial Day, Independence Day (July 4), and Labor Day. If Independence Day falls on
Saturday, the Weekend schedule applies on the preceeding Friday, July 3. If Independence Day falls on Sunday,
the Weekend schedule applies on the following Monday, July 5.

On-Peak: 2:.00 p.m. t0 6:00 p.m.
Shoulder-Peak 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m.
Off-Peak: 12:00 a.m. (midnight) to 12 p.m (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Memorial Day, Independence Day (or July 3 or July 5, under above conditions),
and Labor Day.

On-Peak: (There are no On-Peak weekend hours).
Shoulder-Peak 2:00 p.m. to 8:00 p.m.
Off-Peak 12:00 a.m. (midnight) to 2 p.m. and 8:00 p.m. to 12:00 a.m. {midnight)

Filed By: Raymond S. Heyman Tariff No.: R-70N-B
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Tucson

Elactric Pricing Plan R-70N-B
( Power Residential Time-of-Use - Weekend Includes Shoulder
The Energy Pegple

WINTER (November - April) On-Peak Off-Peak
First 500 kWh $0.067066 $0.037066
Next 3,000 kWh $0.085478 $0.055478
Over 3,500 kWh $0.105478 $0.075478

Winter TOU periods:

Weekdays except Thanksgiving Day, Christmas Day, and New Years Day. If Christmas Day and New Years Day
fall on Saturdays, the Weekend schedule applies on the preceeding Fridays, December 24 and December 31. If
Christmas Day and New Years Day fall on Sundays, the Weekend schedule applies on the following Mondays,
December 26 and January 2.

On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.
Shoulder-Peak: (There are no Shoulder Peak periods in the winter)
Off-Peak is 12:00 a.m. (midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. {midnight)

Weekends (Saturday and Sunday), Thanksgiving Day, Christmas Day (or December 24 or December 26, under above
(’ conditions), and New Years Day (or December 31 or January 2, under above conditions).

On-Peak is 5:00 p.m. to 9:00 p.m.
Shoulder-Peak: (There are no Shoulder Peak periods in the winter)
Off-Peak is 12:00 a.m. (midnight) to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Calculation of Tiered (Block) Usage by TOU Period:
Step 1: Calculate percent usage by TOU period.
Step 2: Calculate the kWh usage by tier (block). 4
Step 3: Multiply percent usage by TOU period by kWh usage by tier to obtain tiered usage by TOU period.
Example: A customer using 2,000 kWh in a month, with 20% peak usage, 25% shoulder usage, and 55% off-peak
usage will have 100 kWh in peak 13t tier, 300 kWh in peak 2" tier, 125 kWh in shoulder 1st tier, 375 kWh in shoulder 2n
tier, 275 kWh in off-peak 1%t tier, and 825 kWh in off-peak 2 tier.

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.055440
Summer Shoulder-Peak $0.034876
Summer Off-Peak $0.019865
Winter On-Peak $0.042874
Winter Off-Peak $0.025086
( .
Filed By: Raymond S. Heyman Tariff No.: R-70N-B
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Tucson

L'Z,%%‘; Residential Time-of-Use - Weekend Includes Shoulder

The Energy Pegple

Pricing Plan R-70N-B

Purchased Power Fue! Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or

below the base cost per kWh sold.

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:
Meter Services
Meter Reading
Billing & Collection
Customer Delivery

$1.51 per month
$0.80 per month
$3.29 per month
$2.40 per month

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges:

Delivery:

((NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted fo create a negative bil,

which would result the customer being paid (rather than paying) for TEP services.):

DELIVERY SUMMER
(May — October) On-Peak Shoulder-Peak Ofif-Peak
First 500 kWh $0.010526 ($0.000900) ($0.001396)
Next 3,000 kWh $0.027150 $0.019100 $0.015228
Over 3,500 kWh $0.047150 $0.039100 $0.035228
DELIVERY WINTER
{November - April) On-Peak Off-Peak
First 500 kWh $0.009623 ($0.003317)
Next 3,000 kWh $0.028035 $0.015095
Over 3,500 kwWh $0.048035 $0.035095
Fixed Must-Run (See Must-Run Generation - Rider No. 2)  $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission / Ancillary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kwWh
Regulation and Frequency Response $0.000389 per kwh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh
Filed By: Raymond S. Heyman Tariff No.: R-70N-B
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Pricing Plan R-70N-B
Residential Time-of-Use — Weekend Includes Shoulder

The Energy Pegple

Energy Imbalance Service: currently charged pursuant to the Company's OATT.

Generation Charges:

Generation Capacity (per kWh):

Summer On-Peak $0.055459
Summer Shoulder-Peak $0.037059
Summer Off-Peak $0.028651
Winter On-Peak $0.043481
Winter Off-Peak $0.026421

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.055440

Summer Shoulder-Peak $0.034876

Summer Off-Peak $0.019865

Winter On-Peak $0.042874

Winter Off-Peak $0.025086
DIRECT ACCESS

A customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer's bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any
taxes or governmental impaositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or
the price or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold
hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

Filed By: Raymond S. Heyman Tariff No.: R-70N-B
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Pricing Plan R-70N-B
Residential Time-of-Use — Weekend Includes Shoulder

The Energy Pegple

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized.
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Settlement Exhibit No. 8
72’:7‘;5&,/7/5 Pricing Plan R-70N-C
Power Residential Time-of-Use — Weekend Includes Super-Peak
The Energy People
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To all general power and lighting service unless otherwise addressed by specific rate schedules, when all energy is supplied at one
point of delivery and through one metered service. Not applicable to resale, breakdown, standby, or auxiliary service.

Service under this pricing plan will commence when the appropriate meter has been installed.

CHARACTER OF SERVICE

Single or three phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability at point of delivery.
Primary metering may be used by mutual agreement.

PRICE SCHEDULE

A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service

$ 8.00 per month

Customer Charge, Three Phase service $14.00 per month
Energy Charges:
SUMMER
(May - October) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.077356 $0.049507 $0.038229
Next 3,000 kWh $0.096354 $0.069507 $0.057227
Over 3,500 kWh $0.116354 $0.089507 $0.077227
Summer TOU periods:

Weekdays except Memorial Day, Independence Day (July 4), and Labor Day. If Independence Day falls on
Saturday, the Weekend schedule applies on the preceeding Friday, July 3. [f Independence Day falls on Sunday,
the Weekend schedule applies on the following Monday, July 5.

On-Peak: 2:00 p.m. to 6:00 p.m.

Shoulder-Peak 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m.

Off-Peak: 12:00 a.m. (midnight) to 12 p.m (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Memorial Day, independence Day (or July 3 or July 5, under above conditions),

and Labor Day.

On-Peak: 2:00 p.m. to 6:00 p.m.
Shoulder-Peak (There are no Shoulder-peak weekend hours)
Off-Peak 12:00 a.m. (midnight) to 2 p.m. and 6:00 p.m. to 12:00 a.m. (midnight)

Filed By: Raymond S. Heyman
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Tucson

Clectric Pricing Plan R-70N-C
Power Residential Time-of-Use — Weekend Includes Super-Peak
The Energy People

WINTER (November - April) On-Peak’ Off-Peak
First 500 kWh $0.066452 $0.036452
Next 3,000 kWh $0.084864 $0.054864
Over 3,500 kWh $0.104864 $0.074864

Winter TOU periods:

Weekdays except Thanksgiving Day, Christmas Day, and New Years Day. If Christmas Day and New Years Day
fall on Saturdays, the Weekend schedule applies on the preceeding Fridays, December 24 and December 31. If
Christmas Day and New Years Day fall on Sundays, the Weekend schedule applies on the following Mondays,
December 26 and January 2.

On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 8:00 p.m.
Shoulder-Peak: (There are no Shoulder Peak periods in the winter)
Off-Peak is 12:00 a.m. (midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Thanksgiving Day, Christmas Day (or December 24 or December 26, under above
conditions), and New Years Day (or December 31 or January 2, under above conditions).

On-Peak is 5:00 p.m. to 9:00 p.m.

Shoulder-Peak: (There are no Shoulder Peak periods in the winter)
Off-Peak is 12:00 a.m. (midnight) to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.054330
Summer Shoulder-Peak $0.034177
Summer Off-Peak $0.019467
Winter On-Peak $0.042015
Winter Off-Peak $0.024584

Purchased Power Fuel Adjuster Clause ("PPFAC"); The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.

Filed By: Raymond S. Heyman Tariff No.: R-70N-C
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Tucson

- ; Pricing Plan R-70N-C
% LZ%%? Residential Time-of-Use — Weekend Includes Super-Peak

7he Energy Pegple

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:
Meter Services $1.51 per month
Meter Reading $0.80 per month
Billing & Collection $3.29 per month
Customer Delivery $2.40 per month

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges:

Delivery:

((NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted to create a negative bill,
which would result the customer being paid (rather than paying) for TEP services.):

DELIVERY SUMMER
(May - October) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.009938 ($0.001547) ($0.001917)
Next 3,000 kWh $0.028936 $0.018453 $0.017081
(" Over 3,500 kWh $0.048936 $0.038453 $0.037081
DELIVERY WINTER
(November — April) On-Peak Off-Peak
First 500 kWh $0.008866 ($0.003779)
Next 3,000 kWh $0.027278 $0.014633
Over 3,500 kWh $0.047278 $0.034633
Fixed Must-Run (See Must-Run Generation — Rider No. 2) ~ $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission / Ancillary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kwWh
Supplemental Reserve Service $0.000172 per kWh
Energy Imbalance Service: currently charged pursuant to the Company's OATT.
(“ Filed By: Raymond S. Heyman Tariff No.: R-70N-C
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75,’-'735&7/; Pricing Plan R-70N-C
Power Residential Time-of-Use - Weekend Includes Super-Peak

The Energy Pegple

Generation Charges:

Generation Capacity (per kWh):

Summer On-Peak $0.053456
Summer Shoulder-Peak $0.037092
Summer Off-Peak $0.026184
Winter On-Peak $0.043624
Winter Off-Peak $0.026269

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.054330

Summer Shoulder-Peak $0.034177

Summer Off-Peak $0.019467

Winter On-Peak $0.042015

Winter Off-Peak $0.024584
DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer's bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any
taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or
the price or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/for sold
hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

Filed By: Raymond S. Heyman Tariff No.: R-70N-C
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Tucson

- [ Pricing Plan R-70N-C
L;/)ea%‘,:- Residential Time-of-Use ~ Weekend Includes Super-Peak
The Energy Pegple
ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the

customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized.
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Settlement Exhibit No. 8
72’.%%: Pricing Plan R-70N-D
Power Residential Time-of-Use — Weekend Entirely Off-Peak
7he Energy Pegple
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To all general power and lighting service unless otherwise addressed by specific rate schedules, when all energy is supplied at one
point of delivery and through one metered service. Not applicable to resale, breakdown, standby, or auxiliary service.

Service under this pricing plan will commence when the appropriate meter has been installed.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, and at one standard nominal voltage as mutually agreed and subject to availability at point of delivery.
Primary metering may be used by mutual agreement.

PRICE SCHEDULE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service ' $ 8.00 per month
Customer Charge, Three Phase service $14.00 per month
Energy Charges:
SUMMER
(May - October) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.091873 $0.049814 $0.042073
Next 3,000 kWh ‘ $0.107334 $0.069814 $0.057534
Qver 3,500 kWh $0.127334 $0.089814 $0.077534
Summer TOU periods:

Weekdays except Memorial Day, Independence Day (July 4), and Labor Day. If Independence Day falls on
Saturday, the Weekend schedule applies on the preceeding Friday, July 3. If Independence Day falls on Sunday,
the Weekend schedule applies on the following Monday, July 5.

On-Peak: 2:00 p.m. to 6:00 p.m. ‘
Shoulder-Peak 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m.
Off-Peak: 12:00 a.m. (midnight) to 12 p.m (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Memorial Day, Independence Day (or July 3 or July 5, under above conditions),
and Labor Day.

On-Peak: (There are no On-Peak weekend hours)
Shoulder-Peak (There are no Shoulder-Peak weekend hours)
Off-Peak All hours,
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Tucson

; Pricing Plan R-70N-D
Electric o .
Power Residential Time-of-Use — Weekend Entirely Off-Peak
The Energy Pegple

WINTER (November - April) On-Peak Off-Peak

First 500 kWh $0.068737 $0.038737

Next 3,000 kWh $0.085171 $0.055171

Over 3,500 kWh $0.105171 $0.075171

Winter TOU periods:

Weekdays except Thanksgiving Day, Christmas Day, and New Years Day. If Christmas Day and New Years Day
fall on Saturdays, the Weekend schedule applies on the preceeding Fridays, December 24 and December 31. If
Christmas Day and New Years Day fall on Sundays, the Weekend schedule applies on the following Mondays,
December 26 and January 2.

On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.
Shoulder-Peak: there are no shoulder peak periods in the winter.
Off-Peak is 12:00 a.m. {midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Thanksgiving Day, Christmas Day (or December 24 or December 26, under above
conditions), and New Years Day (or December 31 or January 2, under above conditions).

On-Peak: (There are no On-Peak weekend hours)

Shoulder-Peak (There are no Shoulder-Peak weekend hours)
Off-Peak All hours.

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.058271
Summer Shoulder-Peak $0.036656
Summer Off-Peak $0.020880
Winter On-Peak $0.045063
Winter Off-Peak $0.026368

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.
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= . Pricing Plan R-70N-D
LZ,‘Z%"; Residential Time-of-Use - Weekend Entirely Off-Peak

The Energy Pegple

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month
Meter Reading $0.80 per month
Billing & Collection $3.29 per month
Customer Delivery $2.40 per month

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges:

Delivery:

((NOTE: While some delivery charges are negative, the minimum fotal monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, buf are not permitted to create a negative bill,
which would result the customer being paid (rather than paying) for TEP services.):

DELIVERY SUMMER _
{May — October) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.022190 ($0.000534) ($0.001075)
Next 3,000 kWh $0.037651 $0.019466 $0.014386
Over 3,500 kWh $0.057651 $0.039466 $0.034386
DELIVERY WINTER
(November - April) On-Peak Off-Peak
First 500 kWh $0.010124 ($0.002989)
Next 3,000 kWh $0.026558 $0.013445
Over 3,500 kWh $0.046558 $0.033445

Fixed Must-Run (See Must-Run Generation — Rider No. 2)  $0.003849 per kWh

System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission / Ancillary Services '
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company's OATT.
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Pricing Plan R-70N-D
Residential Time-of-Use — Weekend Entirely Off-Peak

7he Energy Pegple

Generation Charges:

Generation Capacity (per kWh):

Summer On-Peak $0.055721
Summer Shoulder-Peak $0.036386
Summer Off-Peak $0.029186
Winter On-Peak $0.044651
Winter Off-Peak $0.027764

Fuel and Purchased Power - Base cost (per kWh):

Summer On-Peak $0.058271

Summer Shoulder-Peak $0.036656

Summer Off-Peak $0.020880

Winter On-Peak $0.045063

Winter Off-Peak $0.026368
DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundied Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any
taxes or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or
the price or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold
hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.
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Pricing Plan R-70N-D
Residential Time-of-Use — Weekend Entirely Off-Peak

The Energy People

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized. '

Filed By: Raymond S. Heyman Tariff No.: R-70N-D
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 5of5




Settlement Exhibit No. 8

721:7@53‘,/7/: Pricing Plan R-201AN
Power Special Residential Electric Service
7he Energy People
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To single phase or three phase (Option A only) (subject to availability at point of delivery) electric service in individual residences as
described in current program details when all service is supplied at one point of delivery and energy is metered through one meter.
Additionally, this Schedule requires that the customer use exclusively the Company’s service for all space heating and all water heating
energy requirements except as provided below and that the customer's home conform to the standards of the Heating, Cooling and
Comfort Guarantee program as in effect at the time of subscription to this Schedule. Notwithstanding the above, the customer’s use of
solar energy for any purpose shall not preclude subscription to this pricing plan.

Not applicable to resale, breakdown, temporary, standby, or auxiliary service or service to individual motors exceeding 40 amperes at a
rating of 230 volts or which will cause excessive voltage fluctuations.

CHARACTER OF SERVICE
Single, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service $ 7.00 per month
Customer Charge, Three Phase service | $14.00 per month
Energy Charges:
Delivery Charges
Mid-Summer Remaining Summer Winter
(June - August) {(May, September — {(November - April)
October)
First 500 kWh $0.065598 $0.022737 $0.020737
Next 3,000 kWh $0.085598 $0.042737 $0.040737
Over 3,500 kWh $0.105598 $0.062737 $0.060737
Filed By: Raymond S. Heyman Tariff No.: R-201AN
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The Energy Pegple

Fuet and Purchased Power - Base cost (per kWh)

Mid-Summer $0.043166
Remaining-Summer $0.023166
Winter $0.027033

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shall be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:
Meter Services $1.510 per month
Meter Reading $0.800 per month
Billing & Collection $3.290 per month
Customer Delivery $1.400 per month

| Note: Additional meter service charge of $6.000 per month for Three Phase Service.

Energy Charges

( Delivery Charges
) ((NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted to create a negative bill,
which would resulf the customer being paid (rather than paying) for TEP services.):

Mid-Summer Remaining Summer Winter
(June - August) (May, September -~ (November - April)
Qctober)
First 500 kWh $0.008275 $0.006275 $0.004275
Next 3,000 kWh $0.028275 $0.026275 $0.024275
Over 3,500 kWh $0.048275 $0.046275 $0.044275

Fixed Must-Run (See Must-Run Generation — Rider No. 2)  $0.003849 per kWh

System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission / Ancillary Services
System Control & Dispatch $0.000102 per kwWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company's OATT.
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Pricing Plan R-201AN

The Energy Pegple

Generation Charges:
Generation Capacity (per kWh):

Mid-Summer $0.043361
Remaining-Summer $0.002500
Winter $0.002500
Fuel and Purchased Power - Base cost (per kWh):
Mid-Summer $0.043166
Remaining-Summer $0.023166
Winter $0.027033

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundied Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR {AISA) CHARGE
( A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES
} Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
| pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
| Access fee schedule authorized.

{
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Pouwer Special Residential Electric Service
The Energy Pegple
AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To single phase (subject to availability at point of delivery) electric service in individual residences as described in current program
details when all service is supplied at one point of delivery and energy is metered through one meter. Additionally, this Schedule
requires that the customer use exclusively the Company's service for all space heating and all water heating energy requirements except
as provided below and that the customer's home conform to the standards of the Heating, Cooling and Comfort Guarantee program as
in effect at the time of subscription to this Schedule. Notwithstanding the above, the customer’s use of solar energy for any purpose shall
not preclude subscription to this pricing plan.

Not applicable to resale, breakdown, temporary, standby, or auxiliary service or service to individual motors exceeding 40 amperes at a
rating of 230 volts or which will cause excessive voltage fluctuations.

Customers must stay on pricing plan R-201BF for a minimum period of one (1) year. A Customer, at his/her discretion and after being
served for a twelve (12) month period of this pricing plan, may opt to switch service to the non-time-of-use R-201 pricing plan of R-201AN.
The Company shall refund to the Customer any excess moneys paid in total over the entire twelve months under pricing plan R201BF, that
would not have been paid under pricing plan R-201AN. A Customer shall be eligible to receive such a refund of excess moneys on a single
occasion only.

CHARACTER OF SERVICE
Single phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service $ 8.00 per month
Customer Charge, Three Phase service $14.00 per month
Energy Charges:
Delivery Charges
Mid-Summer
(June - August) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.110962 $0.043962 $0.020362
Next 3,000 kWh $0.130962 $0.063962 $0040362
Over 3,500 kWh $0.150962 $0.083962 $0.060362

Delivery Charges
[ Remaining Summer [ | | ]
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Electric Speciangsic?ential Electric Service
Pouwer
The Energy People
(May, September - On-Peak Shoulder-Peak Off-Peak
October)
First 500 kWh $0.047962 $0.024162 $0.016462
Next 3,000 kWh $0.067962 $0.044162 $0.036462
Over 3,500 kWh $0.087962 $0.064162 $0.056462

Mid-Summer and Remaining Summer TOU periods:

Weekdays except Memorial Day, Independence Day (July 4), and Labor Day. If Independence Day falls on Saturday, the Weekend
schedule applies on the preceeding Friday, July 3. If Independence Day falls on Sunday, the Weekend schedule applies on the
following Monday, July 5.

On-Peak: 200 p.m. to 6:00 p.m. .
Shoulder-Peak 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m.
Off-Peak: 12:00 a.m. (midnight) to 12 p.m (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Memorial Day, Independence Day (or July 3 or July 5, under above conditions), and Labor Day.

On-Peak: (There are no On-Peak weekend hours)

Shoulder-Peak (There are no Shoulder-Peak weekend hours)

Off-Peak All'hours.

Delivery Charges :
WINTER (November — April) On-Peak Off-Peak
First 500 kWh $0.047962 $0.016462
Next 3,000 kWh $0.067962 $0.036462
Over 3,500 kWh $0.087962 $0.056462
Winter TOU periods:

Weekdays except Thanksgiving Day, Christmas Day, and New Years Day. If Christmas Day and New Years Day fall on Saturdays,
the Weekend schedule applies on the preceeding Fridays, December 24 and December 31. If Christmas Day and New Years Day
fall on Sundays, the Weekend schedule applies on the following Mondays, December 26 and January 2.

On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.
Shoulder-Peak; there are no shoulder peak periods in the winter.
Off-Peak is 12:00 a.m. (midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Thanksgiving Day, Christmas Day (or December 24 or December 26, under above conditions), and
New Years Day (or December 31 or January 2, under above conditions).

On-Peak: (There are no On-Peak weekend hours)
Shoulder-Peak (There are no Shoulder-Peak weekend hours)
Off-Peak All hours.
Fuel and Purchased Power - Base cost (per kWh):
Mid-Summer On-Peak $0.077356
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Pricing Plan R-201BN

Special Residential Electric Service

Mid-Summer Shoulder-Peak
Mid-Summer Off-Peak

Remaining Summer On-Peak
Remaining Summer Shoulder-Peak
Remaining SummerOff-Peak

Winter On-Peak
Winter Off-Peak

$0.038166
$0.033166

$0.057356
$0.018166
$0.013166

$0.061223
$0.017033

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shalf be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or

below the base cost per kWh sold.

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:
Meter Services

Meter Reading
Billing & Collection
Customer Delivery

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges:

Delivery:

$1.51 per month
$0.80 per month
$3.29 per month
$2.40 per month

((NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted fo create a negative bill,
which would result the customer being paid (rather than paying) for TEP services.):

Delivery Mid-Summer
{June — August) On-Peak Shoulder-Peak Off-Peak

First 500 kWh $0.037000 $0.012000 $0.000400

Next 3,000 kWh $0.057000 $0.032000 $0.020400

Over 3,500 kWh $0.077000 $0.052000 $0.040400
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Energy Imbalance Service: currently charged pursuant to the Company's OATT.
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The Energy Pegple
Delivery Remaining
Summer On-Peak Shoulder-Peak Off-Peak
(May, September -
October) :
First 500 kWh $0.010000 $0.003000 $0.000100
Next 3,000 kWh $0.030000 $0.023000 $0.020100
Over 3,500 kWh $0.050000 $0.043000 $0.040100
Delivery Winter
(November - April) On-Peak Off-Peak
First 500 kWh $0.010000 $0.000100
Next 3,000 kWh $0.030000 - $0.020100
Over 3,500 kWh $0.050000 $0.040100
Fixed Must-Run (See Must-Run Generation - Rider No. 2) ~ $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
g Transmission / Ancillary Services
( System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh |
Regulation and Frequency Response $0.000389 per kWh ‘
Spinning Reserve Service $0.001055 per kWh |
Supplemental Reserve Service $0.000172 per kWh |
|
|

Generation Charges:
Generation Capacity (per kWh):

Mid-Summer On-Peak $0.060000

Mid-Summer Shoulder-Peak $0.018000

Mid-Summer Off-Peak $0.006000

Remaining Summer On-Peak $0.024000

Remaining Summer Shoulder-Peak $0.007200

Remaining SummerOff-Peak $0.002400

Winter On-Peak $0.024000

Winter Off-Peak $0.002400
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Fuel and Purchased Power - Base cost (per kWh):
Mid-Summer On-Peak $0.077356
Mid-Summer Shoulder-Peak $0.038166
Mid-Summer Off-Peak $0.033166
Remaining Summer On-Peak $0.057356
Remaining Summer Shoulder-Peak $0.018166
Remaining SummerOff-Peak $0.013166
Winter On-Peak $0.061223
Winter Off-Peak $0.017033
DIRECT ACCESS

A customer's Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or setvice sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
Access fee schedule authorized.
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AVAILABILITY

Throughout the entire area where the facilities of the Company are of adequate capacity and are adjacent to the premises.

APPLICABILITY

To single phase (subject to availability at point of delivery) electric service in individual residences as described in current program
details when all service is supplied at one point of delivery and energy is metered through one meter. Additionally, this Schedule
requires that the customer use exclusively the Company's service for all space heating and all water heating energy requirements except
as provided below and that the customer’s home conform to the standards of the Heating, Cooling and Comfort Guarantee program as
in effect at the time of subscription to this Schedule. Notwithstanding the above, the customer's use of solar energy for any purpose shall
not preclude subscription to this pricing plan.

Not applicable to resale, breakdown, temporary, standby, or auxiliary service or service to individual motors exceeding 40 amperes at a
rating of 230 volts or which will cause excessive voltage fluctuations.

| Customers must stay on pricing plan R-201CF for a minimum period of one (1) year. A Customer, at his/her discretion and after bein
g
served for a twelve (12) month period of this pricing plan, may opt to switch service to the non-time-of-use R-201 pricing plan of R-201AN.
} The Company shall refund to the Customer any excess moneys paid in total over the entire twelve months under pricing plan R201CF, that
| would not have been paid under pricing plan R-201AN. A Customer shall be eligible to receive such a refund of excess moneys on a single
| . | y
‘ occasion anly.

CHARACTER OF SERVICE
Single phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate pius any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service $ 8.00 per month
Customer Charge, Three Phase service $14.00 per month
Energy Charges:
Delivery Charges
Mid-Summer
(June — August) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.099462 $0.040512 $0.019626
Next 3,000 kwWh $0.117162 $0.058212 $0.037326
Over 3,500 kWh $0.134862 $0.075912 $0.055026

Delivery Charges
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Pricing Plan R-201CN
Special Residential Electric Service

The Energy Peogple
Remaining Summer
(May, September - On-Peak Shoulder-Peak Off-Peak
October)
First 500 kWh $0.044052 $0.022989 $0.016175
Next 3,000 kWh $0.061752 $0.040689 $0.033875
Over 3,500 kWh $0.079452 $0.058389 $0.051575

Mid-Summer and Remaining Summer TOU periods:

Weekdays except Memorial Day, Independence Day (July 4}, and Labor Day. If Independence Day falls on Saturday, the Weekend
schedule applies on the preceeding Friday, July 3. If Independence Day falls on Sunday, the Weekend schedule applies on the
following Monday, July 5.

On-Peak: 2:00 p.m. to 6:00 p.m.
Shoulder-Peak 12:00 p.m. (noon) to 2:00 p.m. and 6:00 p.m. to 8:00 p.m.
Off-Peak: 12:00 a.m. (midnight) to 12 p.m (noon) and 8:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Memorial Day, Independence Day (or July 3 or July 5, under above conditions), and Labor Day.

On-Peak: (There are no On-Peak weekend hours)

Shoulder-Peak (There are no Shoulder-Peak weekend hours)

Off-Peak Al hours.

Delivery Charges .
WINTER (November — April) On-Peak Off-Peak
First 500 kWh $0.044052 $0.016175
Next 3,000 kWh $0.061752 $0.033875
Over 3,500 kWh $0.079452 $0.051575
Winter TOU periods:

Weekdays except Thanksgiving Day, Christmas Day, and New Years Day. if Christmas Day and New Years Day fall on Saturdays,
the Weekend schedule applies on the preceeding Fridays, December 24 and December 31. If Christmas Day and New Years Day
fall on Sundays, the Weekend schedule applies on the following Mondays, December 26 and January 2.

On-Peak is 6:00 a.m. to 10:00 a.m. and 5:00 p.m. to 9:00 p.m.
Shoulder-Peak: there are no shoulder peak periods in the winter.
Off-Peak is 12:00 a.m. {midnight) to 6:00 a.m., 10:00 a.m. to 5:00 p.m., and 9;:00 p.m. to 12:00 a.m. (midnight)

Weekends (Saturday and Sunday), Thanksgiving Day, Christmas Day (or December 24 or December 26, under above conditions), and
New Years Day (or December 31 or January 2, under above conditions).

On-Peak: (There are no On-Peak weekend hours)
Shoulder-Peak (There are no Shoulder-Peak weekend hours)
Off-Peak All hours.

Fuel and Purchased Power - Base cost (per kWh):

Filed By: Raymond S. Heyman Tariff No.: R-201CN
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: Page 2 of 5




Tucson

= : icing Plan R-201CN
CZE"C#IC Speciarlgec;ic?ential Electric Service
ouwer
7he Energy Pegple
Mid-Summer On-Peak $0.078903
Mid-Summer Shoulder-Peak $0.038929
Mid-Summer Off-Peak $0.033829
Remaining Summer On-Peak $0.058503
Remaining Summer Shoulder-Peak $0.018529
Remaining SummerOff-Peak $0.013429
Winter On-Peak $0.062447
Winter Off-Peak $0.017374

Purchased Power Fuel Adjuster Clause ("PPFAC"): The Fuel and Purchased Power Charge shalf be subject to a per kWh
adjustment to reflect any increase or decrease in the cost to the Company for energy either generated or purchased above or
below the base cost per kWh sold.

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month

( Meter Reading $0.80 per month
‘ Billing & Collection $3.29 per month
Customer Delivery $2.40 per month

Note: Additional meter service charge of $6.00 per month for Three Phase Service.

Energy Charges:

Delivery:

((NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted fo create a negative bill,
which would result the customer being paid (rather than paying) for TEP services.):

Delivery Mid-Summer
(June ~ August) On-Peak Shoulder-Peak Off-Peak
First 500 kWh $0.032400 $0.010620 $0.000354
Next 3,000 kWh $0.050100 $0.028320 $0.018054
Over 3,500 kWh $0.067800 $0.046020 $0.035754
( Filed By: Raymond S. Heyman Tariff No.: R-201CN
Title: Senior Vice President, General Counsel Effective: PENDING

District: Entire Electric Service Area Page No.: Page 3 of 5




Tucson

; Pricing Plan R-201CN
L;-/)EC#IC Special Resic?ential Electric Service
ower
The Energqy People
Remaining Summer
(May, September - On-Peak Shoulder-Peak Off-Peak
October)
First 500 kWh $0.008850 $0.002655 $0.000089
Next 3,000 kWh $0.026550 $0.020355 $0.017789
Over 3,500 kWh $0.044250 $0.038055 $0.035489
Delivery Winter
(November - April) On-Peak Off-Peak
First 500 kWh $0.008850 $0.000089
Next 3,000 kWh $0.026550 $0.017789
Over 3,500 kWh $0.044250 $0.035489
Fixed Must-Run (See Must-Run Generation — Rider No. 2) ~ $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission  $0.007525 per kWh
Transmission / Ancillary Services
- System Control & Dispatch $0.000102 per kWh
( Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh
Energy Imbalance Service: currently charged pursuant to the Company’s OATT.
Generation Charges:
Generation Capacity (per kWh):
Mid-Summer On-Peak $0.053100
Mid-Summer Shoulder-Peak $0.015930
Mid-Summer Off-Peak $0.005310
Remaining Summer On-Peak $0.021240
Remaining Summer Shoulder-Peak $0.006372
Remaining SummerOff-Peak $0.002124
Winter On-Peak $0.021240
Winter Off-Peak $0.002124
( Filed By: Raymond S. Heyman Tariff No.: R-201CN
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: Page 4 of 5




Pricing Plan R-201CN
Special Residential Electric Service

7The Energy Peogple
Fuel and Purchased Power - Base cost (per kWh):
Mid-Summer On-Peak $0.078903
Mid-Summer Shoulder-Peak $0.038929
Mid-Summer Off-Peak $0.033829
Remaining Summer On-Peak $0.058503
Remaining Summer Shoulder-Peak $0.018529
Remaining SummerOff-Peak $0.013429
Winter On-Peak $0.062447
Winter Off-Peak $0.017374
DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
Access fee schedule authorized.

Filed By: Raymond S. Heyman , Tariff No.. R-201CN
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: Page 5 of 5
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THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS OPERATIONS THROUGHOUT THE STATE
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Executive Summary of the
Direct Testimony of James S. Pignatelli
in Support of the Settlement Agreement

Mr. Pignatelli is the Chairman of the Board, President and Chief Executive Officer of
Tucson Electric Power Company (“TEP” or the “Company”). Mr. Pignatelli’s Testimony in
support of the proposed Settlement Agreement addresses the following matters:

Immediately following the filing of TEP’s Rebuttal Testimony in the 2007 Rate Case
Application Docket, TEP contacted parties in the docket to discuss the potential for settlement
negotiations. Several parties, including Commission Staff, Residential Utility Consumer Office
(“RUCO”) and Arizonans for Electric Choice and Competition (“AECC”), indicated a
willingness to enter into settlement discussions.

The settlement process was open and transparent to all parties on all the issues. Even
parties who indicated that they were not likely to sign onto the settlement were invited and
included throughout the process. All parties were notified of all negotiation meetings, were
invited to attend and were provided the opportunity to participate on any issue that was being
discussed. Participants were provided with settlement documentation including drafts of the
settlement agreement and related exhibits for review and comment. Participants who so desired
also involved their experts and consultants in each step in the settlement process.

The participants who attended all or some of the settlement meetings over the course of
almost two months of negotiation included TEP, Commission Staff, RUCO, AECC, Cynthia
Zwick of the Arizona Community Action Association (“ACAA”); U.S. Department of Defense
and all other Federal Executive Agencies (“DOD”); Arizona Investment Council (“AIC”);
International Brotherhood of Electric Workers Local 1116 (“IBEW 1116); Mesquite Power,
LLC, Southwestern Power Group II, LLC, Bowie Power Station, LLC, and Sempra Energy
Solutions, LLC (“Power Producers™); Southwest Efficient Energy Project (“SWEEP”); Arizona
Competitive Power Alliance; Kroger Company; and Arizona Public Service Company. As a
result, the settlement agreement reflects the input of the broad range of interests and issues that
were represented through the participants in the settlement discussions.

The settlement agreement reflects a compromise of the signatories’ positions in this
docket. The settlement agreement balances the interests of the signatories and TEP’s customers,
employees and shareholders. The settlement agreement resolves difficult issues related to the
1999 Settlement Agreement and avoids potentially protracted litigation. TEP will receive some
regulatory certainty and an improved ability to maintain its financial integrity. Eligible low-
income customers will be held harmless from the rate increases adopted by the settlement
agreement.

The primary terms of the settlement agreement include:
1. A base rate increase of 6%.

2. A moratorium on base rate increases until 2013 except with respect to certain
emergency circumstances.

3. Cost-of-Service ratemaking for TEP, including its generation assets.

4, Adoption of new depreciation rates for TEP and related resolution of the salvage
cost issue for TEP’s generation assets.

5. Adoption of a cost of equity of 10.25% and a capital structure of 57.5% debt and
42.5% equity.

i
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6. The implementation of a Purchased Power and Fuel Adjustor Charge (“PPFAC”),
that includes certain credits from TEP’s wholesale operations that will act to reduce the charge to
our customers.

7. Adoption of rate design and tariffs that encourage and facilitate demand-side
management and conservation and that holds eligible low-income customers harmless from the
rate increase adopted in the settlement agreement.

8. Adoption of adjustor charges for demand-side management and renewable energy
programs.
9. Adoption of (i) partial requirement tariffs that will facilitate development of

renewable resources; (ii) a demand response program tariff; and (iii) a line extension tariff that
excludes the free footage allowance.

10.  Retention of the status quo of retail competition within TEP’s CC&N, including
the continuation of unbundled rates, subject to a new returning customer direct access charge and
to the outcome of a future generic docket on retail competition.

11.  Waiver of any claims under the 1999 Settlement Agreement because the new
settlement agreement supersedes the 1999 Settlement Agreement.

The settlement balances the interests of the interested parties, provides significant
benefits to TEP and its customers and employees and is in the public interest. The settlement
provides a reasonable rate increase (the first increase in over twelve years and rate stability for
the next five years. The Company will enjoy some level of regulatory certainty and will be
better positioned to maintain its financial integrity, all of which inure to the benefits of its
customers, employees and shareholders. The settlement also avoids the potential protracted
litigation over the 1999 Settlement Agreement.

Two key issues were not resolved by the settlement agreement: (i) the treatment of the
Fixed CTC True Up Revenues created by Decision No. 69568 and (ii) the effective date of the
new rates under the settlement agreement. First, TEP should retain the Fixed CTC True-up
Revenues. TEP did not raise its rates in 1999 in order to be able to collect the Fixed CTC
Revenues, and it should not have to effectively lower its rates now to return certain revenues to
customers. Moreover, selected provisions of the 1999 Settlement Agreement should not be
preserved simply to transfer economic benefits from the Company to its customers. The 1999
Settlement Agreement should be superseded in full as agreed to in the settlement agreement, not
retained in part and superseded in part. Second, all the signatories have agreed that TEP
currently under earning and is entitled to a rate increase. Therefore, the new rates provided
under the settlement agreement should go into effect upon approval of the settlement agreement
— they should not be delayed until January 1, 2009. Moreover, there are many elements of the
settlement agreement that benefit our customers and they too should go into effect sooner rather
than later.

ili
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INTRODUCTION.

Please state your name and position with Tucson Electric Power (“TEP” or the
“Company”).

My name is James S. Pignatelli. [ am Chief Executive Officer, President and Chairman
of the Board of Directors of TEP. I hold the same positions with UniSource Energy

Corporation, TEP’s parent company.

What is the purpose of your testimony?

My testimony supports the settlement agreement that was filed with the Commission on
May 29, 2008, in this proceeding (the “settlement agreement”.) I discuss the chronology
of events that culminated in the settlement agreement, the settlement process, a
comparison of the parties’ filed and settlement positions, the terms of the settlement
agreement, the benefits that TEP’s customers, employees and shareholders will receive
under the settlement agreement and why the settlement agreement is in the public
interest. I also explain to the Commission why TEP should retain the Fixed Competition
Transition Charge (“CTC”) true-up revenues and why the new rates under the settlement
should go into effect as soon as possible. Finally, I respond to Commissioners’ inquires

that have been docketed in this proceeding.

As I discuss in my testimony, the settlement agreement is the product of many hours of
arms-length negotiations that were open and transparent to all participants on all the
issues. Great care was undertaken to memorialize the terms and conditions of the
settlement agreement and to include supporting financial data, comparative analysis, rate
schedules and the purchased power and fuel adjustment clause (“PPFAC”) plan of

administration. In this respect the settlement agreement accurately describes and fully

supports the signatories’ concurrence to resolve the issues in these consolidated cases.
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In further support of the settlement agreement, I incorporate by reference into this
testimony the direct and rebuttal testimony that the Company previously filed with the
Commission in this docket. That testimony established important facts that are the
foundation of TEP’s support for the settlement agreement, namely, that the Company is
entitled to a rate increase, that it is in the best interests of TEP and its customers that a
PPFAC be implemented and that the Commission should provide clarity regarding the

1999 Settlement Agreement.

TEP is also filing the testimony of Mr. David G. Hutchens and Mr. Dallas J. Dukes in
support of the settlement agreement. Mr. Hutchens addresses the PPFAC in detail,
including how the PPFAC will operate and why a PPFAC is necessary and appropriate at
this time. Mr. Dukes addresses the rate design agreed to by the signatories to the
settlement as well as changes to the Company’s Rules and Regulations, including the

elimination of the current free footage allowance.

I urge the Commission to approve the settlement agreement with the new rates to go into
effect as soon as possible and to adopt TEP’s proposed treatment of the CTC True-up

Revenues.

Mr. Pignatelli, why does TEP support the settlement agreement?

The settlement agreement resolves the issues raised in the Motion to Amend and the 2007
Rate Case Application in a way that is just, reasonable and in the public interest. I make
this statement acknowledging that each of the participants in the settlement agreement, on
behalf of their respective constituents, has used its best efforts and worked in good faith

to create a settlement that is fair and beneficial in both the short and long term.
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I believe the settlement agreement provides significant benefits to TEP’s customers and
employees, while providing its shareholders a period of regulatory certainty and a
meaningful opportunity to recover costs and earn a reasonable rate of return on their

utility investment.

The negotiations were inclusive of all interested parties (even those who indicated from
the beginning that they would likely not be signatories to the settlement agreement). The
provisions of the settlement agreement reflect the input of parties with disparate and often
conflicting interests thus resulting in a thorough analysis, discussion and resolution of the
issues. No party was obligated to sign the settlement agreement, thereby acting as a
“check and balance” that individually and collectively the terms and conditions would be
fair. The fact that the settlement agreement is so widely supported (as shown by the
number of signatories) is evidence of the comprehensive nature of the terms, conditions

and accords reached by the participants.

The settlement agreement provides, among other things, clarity regarding the status of the
1999 Settlement Agreement, the first base rate increase (6%) in over twelve years, a rate
moratorium until January 1, 2013, a PPFAC, tariffs that freeze existing rates for eligible
low-income customers and new rate design and time-of-use tariffs designed to improve
conservation and demand side management. Under the settlement, TEP has also agreed
to adopt partial requirement tariffs that will facilitate the development of customer-sited
distributed renewable resources and a demand response tariff that can help reduce the

Company’s peak demand.

I commend the Commission Staff and other signatories to the settlement agreement for

their willingness to work through differences and to reach solutions that are fair, just,
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IT.

reasonable and make sense. Again, I urge the Commission to approve the settlement

agreement.

CHRONOLOGY OF EVENTS.

Mr. Pignatelli, please provide a brief overview of the events that led to the
settlement agreement negotiations.

A complete chronology of events leading up to the settlement negotiations starts back in
November 1999 when the Commission approved and modified the 1999 Settlement
Agreement in Decision No. 62103. The unfolding of events since then is documented in
many filings in these consolidated dockets. I will not repeat all of those events but will
summarize them by stating that beginning in 2005, TEP sought a clarification of the
Commission’s position on how the Company’s rates would be determined after
December 31, 2008. This eventually led to the issuance of Decision No. 69568 (May 21,
2007), wherein the Commission ordered TEP to file a rate application, a Demand Side
Management (“DSM”) portfolio and a Renewable Energy Action Plan by July 2, 2007.
The rate application and a pending Motion to Amend the 1999 Settlement Agreement
were consolidated into this proceeding. The DSM filing was made in a separate docket
and the Renewable Energy Action Plan was superseded by the Renewable Energy

Standard Tariff that has already been approved by this Commission.

The Company’s rate application proposed three alternative rate methodologies: (1) the
Market Methodology, (2) the Cost-of-Service Methodology, and (3) the Hybrid
Methodology. TEP proposed a base rate increase of $267.57 million or 21.9 % for the
Market Methodology; an increase of $275.8 million or 23% increase for the Cost-of-

Service Methodology, including a $158.2 million base rate increase and an additional

$117.6 million for a “Transition Cost Regulatory Asset” surcharge (“TCRAC”); and a
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base rate increase of $212.544 million or 14.9% for the Hybrid Methodology (the “2007

Rate Case Application”).

On February 29 and March 14, 2008, Commission Staff and Intervenors filed their direct
testimony related to the 2007 Rate Case Application. Commission Staff, the Arizona
Residential Utility Consumer Office (“RUCO”), and Arizonans for Electric Choice and
Competition (“AECC”) each proposed establishing new base rates for TEP using a cost-
of-service methodology. Commission Staff proposed a base rate increase of $9.766
million from TEP’s 2006 test year adjusted revenues, RUCO proposed a base rate

increase of $36.24 million and AECC proposed a base rate increase of $91.62 million.

On April 1, 2008, the Company filed rebuttal testimony. In my rebuttal testimony, I took
strong exception to the positions of Commission Staff, RUCO and AECC. I voiced my
belief that those parties’ positions ignored the clear evidence of rising costs that
necessitated a rate increase, failed to recognize impacts on the Company associated with
the 1999 Settlement Agreement and were contrary to or inconsistent with prior
Commission orders. In particular, T pointed to seven (7) areas of disagreement that, if

resolved, would corroborate the reasonableness of TEP’s requested rate relief.

During the same time that testimony was being filed in this case, TEP contacted parties to
discuss the potential for settlement discussions. Several parties, including Commission
Staff, RUCO and AECC indicated that they would be willing to meet to discuss a
settlement of all or some of the issues after the filing of TEP’s rebuttal testimony.
Consequently, on April 3, 2008, TEP filed with the Commission and sent to Commission
Staff and Intervenors to both the Motion to Amend and 2007 Rate Case dockets, a notice
of settlement discussions indicating that the first meeting would take place on April 10,

2008 at the Commission’s offices.
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1.

THE SETTLEMENT PROCESS WAS OPEN AND TRANSPARENT.

Please describe the process that resulted in the settlement agreement.

I want to stress that the settlement process was open and transparent to all parties on all
the issues. By that I mean that all parties were notified of all negotiation meetings, were
invited to attend and were provided the opportunity to participate on any issue that was
being discussed. Participants were provided with settlement documentation including
drafts of the settlement agreement and related exhibits for review and comment.
Participants who so desired also involved their experts and consultants in each step in the

settlement process.

The participants who attended all or some of those meetings included TEP, Commission
Staff, RUCO, AECC, Cynthia Zwick of the Arizona Community Action Association
(“ACAA™); U.S. Department of Defense and all other Federal Executive Agencies
(“DOD”); Arizona Investment Council (“AIC”); International Brotherhood of Electric
Workers Local 1116 (“IBEW 1116”); Mesquite Power, LLC, Southwestern Power Group
II, LLC, Bowie Power Station, LLC, and Sempra Energy Solutions, LLC (“Power
Producers™); Southwest Efficient Energy Project (“SWEEP”); Arizona Competitive
Power Alliance; Kroger Company; and Arizona Public Service Company. I believe that
the settlement agreement reflects the input of the broad range of interests and issues that

were represented through the participants in the settlement discussions.

At the initial settlement meeting on April 10, 2008, TEP opened discussions by
presenting eight (8) rate case settlement concepts. Each participant provided an initial
reaction and the decision was made to continue discussions by meeting on April 15 at

which time participants could more fully address the Company’s concepts and

recommend additional items they wanted to be considered.




On April 15, 2008, Commission Staff and other participants presented their responses to
TEP’s concepts. This expanded the rate case concepts from TEP’s original 8, to more
than 17 concepts. Over the next seven (7) days, the number of concepts continued to

grow as the participants negotiated the terms of the settlement agreement.

On April 18, 2008, Commission Staff filed a motion with the Commission requesting the
postponement of surrebuttal testimony. On April 21, 2008, the Administrative Law

Judge granted the request.

On April 23, 2008, TEP filed a notice in the docket that it had reached an agreement in
principle with the Commission Staff. Participants to the settlement process continued to
meet in order to refine the details of the agreement and the supporting data and exhibits

that would become part of the settlement agreement.

On May 8, 2008, a procedural conference was held in this proceeding. At that time, TEP
and Commission Staff provided the Administrative Law Judge with an update on the
progress of the finalization of the settlement agreement. Thereafter a procedural schedule
was issued that required the final settlement agreement to be filed with the Commission

on May 29, 2008.

Between May 8 and May 29, participants continued to work on finalizing the settlement
agreement, especially regarding the development of appropriate rate design and tariffs.
An important aspect of this work was the development of tariffs that would provide
frozen rates for eligible low-income customers, thereby holding those customers harmless
from the impacts of the rate increase and the PPFAC. All participants continued to be

provided with drafts of the settlement agreement and related documents for review and

comment.
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On May 29, 2008, almost two (2) months after the first notice of settlement discussions
was transmitted, the final settlement agreement was executed and filed with the

Commission.

I am unaware of any rate case settlement that has been as openly conducted as this one.
As 1 mentioned, even parties who indicated that they would not likely sign a settlement
agreement (and might oppose one) were included as full participants in the settlement
negotiations up to the very end. I believe the manner in which the settlement
negotiations were conducted should provide the Commission with an assurance that the
agreements reached were done so after full scrutiny of their merits. I also commend
Commission Staff and the other participants for their timely review of the issues and their
candid input into the benefits and concerns surrounding the terms of the settlement
agreement. [ believe that the settlement agreement should be approved by the

Commission and its terms become effective as soon as possible.

COMPARISON OF THE PARTIES’ FILED POSITIONS AND SETTLEMENT
POSITIONS.

Mr. Pignatelli, please provide a comparison of the parties’ filed positions and their
settlement positions.

I think it is fair to say that in order to reach a settlement, the participants had to evaluate
their ultimate goals in this case, including how to best achieve those goals and the
likelihood and timing of actually realizing those goals. Speaking for TEP, I can say that
we prioritized issues in order to determine whether there was a rational and valid basis
for a settlement in this case. Our ultimate goals included receipt of just and reasonable
rates, sufficient cash flows to ensure financial integrity, protection against volatile
generation resources in the form of a PPFAC, rate design that would be fair and promote

conservation and demand side management and clarity regarding the 1999 Settlement
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Agreement. Underlying this is the need to balance the interests of customers, employees
and shareholders. I believe the settlement agreement strikes an appropriate balance and

will provide benefits for each of those important groups.

In order to put perspective on how TEP and Commission Staff reached an overall
settlement of their positions, I refer to Exhibit 2 of the settlement agreement,
“Comparison of Adjustments to ACC Jurisdictional Revenue Requirement”. A review of
that document reveals that in some instances Commission Staff’s original position was
adopted by the parties, in some instances TEP’s original position was adopted and in
some instances a new position was adopted. For insight into how RUCO’s and AECC’s
filed positions compare to the settlement agreement, I am providing the following chart
which compares the positions of TEP, Staff, RUCO and AECC with the settlement

agreement on significant issues in the 2007 Rate Case Application:




1
2 Test Year
nded Settlement
3 12/31/06 Agreement TEP ACC Staff JRUCO AECC
4 Cost-of-Service
Methodology |Cost-of- (1 of 3 [Cost-of- Cost-of- Cost-of-
5 [l Service [proposed Service Service Service
methodologies)
6 || {Average
overall rate
7 || lincrease 6% + PPFAC ]23% (2-3%) (7%) (0.4%)
(decrease)
8 1@
Approximate
annual
revenue $47 million + . ($14 million - - e
10 i ncrease iPPF AC $181 million $22 million) ($54 million) {($3.5 million)
decrease)
11 ||[C
(2)
12 urchased Nes for
Power  and incremental
13 Fuel Ves Ves Nes oad [Neither  for
Adjustor L . [nor against
14 |lclause l;ggllémmg in
(PPFAC)
15 Original cost
16 ACC rate |$1.02 billion  |$983 million $862 million  [$936 million [$1.01 billion
base
Capital
17 Structure li’goslj/orma / Pro Forma Actual Fro Forma Pro Forma
13 || [Equity ! |s7 oo 45% / 55% 10% / 60%  WM5%/55%  J45% /55%
ebt e
19 E:;‘ig‘ o 10.25% 10.75% 10.25% 0.44% 10.75%
20 ||iCost of
21 C:f;ta” of [B03% 8.35% 7.93% 7.76% 8.35%
” eturn
2 (1) ACC Staff, RUCO and AECC proposed TEP’s Hybrid and Market proposals be rejected
(2) TEP’s estimate of increase (decrease) of each party’s proposal including TEP’s estimate of
24 | the impact of any proposed PPFAC, compared with TEP’s current average retail rate of 8.4 cents
55 | Per kWh, which is the sum of all unbundled rates set in 1999, including the Fixed CTC.
26
27
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As you can see from this representative listing of issues, the settlement agreement truly

reflects a balancing of the interests of the participants.

Why was TEP willing to accept the terms of the settlement agreement instead of
litigating its filed position?

We carefully weighed the many arguments that could be made for litigating or settling
this case. For example, we believe that our 2007 Rate Case Application is supported by
clear and convincing evidence and we believe that our interpretation of the 1999
Settlement Agreement is correct. On the other hand, we recognize that there is
significant opposition from a litigation standpoint to our positions in this proceeding.

And, we realize and share a concern for the impact on customers of a rate increase.

In the end, we believe that whenever possible, TEP should reach out to its customers and
regulators to work with them to resolve issues rather than litigate against them.
Consistent with this philosophy we contacted Commission Staff and the other parties to
determine if a just and reasonable settlement could be achieved and costly litigation be

avoided.

We support the settlement agreement because it does balance the interests of TEP’s

“customers, employees and shareholders. This is evidenced by the varied provisions of

the settlement agreement that deal with a rate increase, a PPFAC, a renewable energy
adjustor, demand-side management programs and related adjustor and rate design and
tariffs that support conservation, demand-side management and the development of

renewable resources.

An important factor in our support of the settlement agreement is that TEP needs a rate

increase and a PPFAC sooner rather than later. My earlier direct and rebuttal testimony
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in this docket establish that while TEP’s rates have been frozen under the 1999

Settlement Agreement, the costs of raw materials and natural gas have skyrocketed.
Wages and benefits and other business expenses have increased as well. While TEP’s
rates have been frozen, average retail rates charged by APS have increased 14%; SRP’s
rates have increased 25% and the average U.S. investor-owned electric utility increased
rates nearly 32%. TEP can not maintain high levels of safe and reliable service without

rate relief.

So, it is critical to TEP that the settlement agreement provides an acceptable increase in
base rates and a PPFAC that protects the Company from volatile fuel and purchased

power costs.

We believe that the 6% base rate increase and the PPFAC provided for in the settlement
agreement, with careful management and absent emergency conditions, will allow TEP to
continue to provide customers safe and reliable electric service and afford sharecholders
an opportunity to earn a return on their investment. While the 6% base rate increase is
significantly less than that TEP sought in the 2007 Rate Case Application, we believe the
settlement agreement, as a whole, does provide the Company and our customers with rate
stability and regulatory certainty and will mitigate the rate increase to be borne by

customers.

I encourage the Commission to adopt the settlement agreement so that TEP and its

customers can move forward and avoid what could otherwise be lengthy and costly

litigation before the Commission and the courts.
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THE TERMS OF THE SETTLEMENT AGREEMENT.

Mr. Pignatelli, please summarize the terms of the settlement agreement.

In general terms, the key provisions of the settlement agreement are: (i) the first base rate
increase (of 6%) for TEP in over twelve years; (ii) a rate moratorium until January 1,
2013; (iii) implementation of a PPFAC; (iv) resolution — without litigation -- of the
effect of the 1999 Settlement Agreement including the agreement that TEP’s rates will be
set on a Cost-of-Service methodology; (v) a renewable energy adjustor mechanism; (vi) a
demand-side management adjustor mechanism; (vii) new time-of-use tariffs designed to
work in harmony with demand-side management programs; (viii) new partial
requirements tariffs that will facilitate development of customer-sited distributed
renewable resources; (ix) tariffs that freeze existing base rates for eligible low-income
customers and hold them harmless from increased charges due to fuel or purchased
power increases; (x) rate design that includes inclining block rates to encourage
conservation; and (xi) the elimination of the free footage allowance from TEP’s line
extension tariffs. I will discuss these and other provisions of the settlement agreement in

more detail.

A. Base Rate Increase.

Please provide additional information regarding the increase in base rates.

The annual base rate increase of six percent (6%) is over the current average rate of 8.4
cents per kWh. The new average retail rate base will be 8.9 kWh. This increase does not
include adjustors for Purchase Power and Fuel, Demand-Side Management and

Renewable Energy. This annual base rate increase is approximately $47.1 million.
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Please describe how the rate increase in the settlement agreement will impact an

average residential customer bill.

Mr. Dukes will testify to this in more detail in his Direct Testimony, but the electric bill of a
residential customer with average use (900 kWhs/month) will increase from $84.55 to $87.23
(3.2%) due to the proposed base rate increase. This increase is lower than six percent (6%) due to

the impact of the proposed inclining block rate structure.

Upon the effective date of the rates and charges approved in this matter, in addition to the base
rate increase, residential customers will incur other charges attributable to the adjuster provisions
referenced in the settlement agreement and approved by the Commission. In my Rebuttal
Testimony, I will present the Company’s estimates of what those additional charges may be,

based on TEP’s and other parties’ positions.

Please describe how low income customers will be affected by the rates in the
settlement agreement.

As set forth in Paragraphs 16.28 through 16.31 of the settlement, qualified low-income
customers’ rates will not increase due to the agreed upon 6% increase in base rates or the
PPFAC. As part of the settlement agreement, the 6% increase in base rates will not apply
to the Company’s existing low-income programs. The rates of current low-income
customers will be frozen. TEP will also implement a single Lifeline (low-income)
schedule with a monthly discount of $8.00 (or the monthly bill if the billed amount is less
than $8.00) and a single Medical Life Support Schedule. Both of these new low-income
tariffs will be open to new subscription and will not be subject to the 6% base rate
increase. Further, low-income customers, both under frozen low-income tariffs and
unfrozen low-income tariffs, will not be subject to the PPFAC. Incremental fuel and
purchased power costs that these low-income customers would have otherwise paid under

the PPFAC will be recovered from all remaining customers through the PPFAC.
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However, qualified low-income customers will be subject to the DSM and REST

adjustors. Therefore, their electricity bills will reflect those charges.

Does the settlement agreement provide TEP customers with means by which to
mitigate the impact of the rate increase?

Yes. TEP proposed three new time-of-use tariffs, which will be discussed in more detail
by Mr. Dukes. I felt this was an important component of the settlement. Although it is
fair to require our customers to pay for the increases associated with producing the
electricity that they consume, it is also fair to allow the customer to adjust their usage in
order to make the economic impact less severe. Additionally, when combined with the
inclining block rate structure that is being adopted in the settlement, the time-of-use
tariffs send the proper price signals to customers to enable them to determine the value of

energy and provides an important energy conservation incentive.

B. Treatment of Generation Assets and Fuel Costs.

Please explain the settlement agreement’s adjustments to the treatment of Luna
Generating Station and Springerville Unit 1?

The Luna Generating Station will be included in TEP’s original cost rate base at net book
value as of December 31, 2006. Recovery of Springerville Unit 1 non-fuel costs shall
reflect a cost of $25.67 per kW per month which approximates the levelized cost of
Springerville Unit 1 through the remainder of the primary lease term for this generating
facility. As indicated in Exhibit 2 to the settlement agreement, this treatment is
significantly different than TEP had previously proposed in its Cost-of-Service
methodology. All other generation assets acquired by TEP after December 31, 2006 but
before December 31, 2012 will be included in rate base at their respective original costs,

subject to the Commission’s subsequent regulatory and ratemaking review and approval.
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Please explain how the leasehold improvements of Springerville Unit 1 will be
treated pursuant to the settlement agreement.
Springerville Unit 1 leasehold improvements will be included in TEP’s original cost rate

base at net book value as of December 31, 2006.

What will the base fuel rate under the settlement agreement?
The average base cost of fuel and purchased power reflected in base rates will be set at

$0.028896 kWh, as calculated in Exhibit 5 of the settlement agreement.

Mr. Pignatelli, does the settlement agreement address how TEP’s rates would be
determined?
Yes. TEP’s proposed and future rates will be based on a Cost-of-Service rate

methodology, including any future generation assets acquired by TEP.

C. Cost of Capital.

Please explain how TEP’s cost of capital is resolved in the settlement agreement.

The settlement agreement provides for a capital structure comprised of 57.50% debt and
42.50% equity to be adopted for ratemaking purposes. This structure is a compromise
between the parties’ previously asserted position. The settlement agreement further
provides that a cost of common equity of 10.25% and an embedded cost of long-term
debt of 6.38% are to be adopted for ratemaking purposes. These percentages adopt
Staff’s previous position on the cost of common equity and long term debt and are
significantly lower that what TEP had previously urged.

D. Depreciation and Removal Costs.

16




1 || Q. Are there any other significant financial or accounting issues resolved in this
2 settlement?
3 || A Yes. For ratemaking purposes, upon the effective date of a Commission order approving
4 the settlement agreement, TEP will use the depreciation rates for Distribution and
5 General plant contained in Exhibit 5 to the settlement agreement. For local and non-local
6 generation plant, TEP will use the depreciation rates in Exhibit 5 to the settlement
7 agreement. These generation depreciation rates also include an annual accrual of
8 $21,626,296 on an ACC jurisdictional basis as negative net salvage (cost of removal) for
9 “Generation,” excluding the Luna generating station. This resolves a lingering issue
10 about the impact of the 1999 Settlement Agreement on decommissioning/removal costs
11 for the Company’s generation assets. Further, the Luna generating station has separately
12 identified depreciation rates included in Exhibit 5 to the settlement agreement.
13
14 E. Implementation Recovery Costs.
15
16 || Q. Please explain the settlement agreement’s treatment of the Implementation Cost
17 Recovery Asset (“ICRA”).
18 || A The settlement agreement provides that TEP’s original cost rate base will include an
19 Implementation Cost Recovery Asset (“ICRA”) in the amount of $14,212,843 to reflect
20 the following costs of TEP’s transition to retail electric competition under the 1999
21 Settlement Agreement:
22
93 Account  Sub Component ICRA per Settlement
18190 1508 Deferred Direct Access Costs $ 11,153,016
24 18190 1509 Deferred Divesiture Costs $ 1,193,003
18190 1510 Deferred GenCo Separation Costs $ 164,026
25 Deferred Desert Star and West Connect Funding $ 1,702,798
Total $ 14,212,843
26
27
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For ratemaking purposes, the ICRA will be amortized by TEP over a four-year period

‘commencing with the effective date of new rates from this proceeding and shall not be

included in rate base or as an amortization expense in TEP’s next rate case. This amount

is significantly less than the implementation costs TEP had sought to recover through the

ICRA.

F. PPFAC.

Please explain how the settlement agreement addresses the PPFAC.

Mr. Hutchens will provide more detail about the PPFAC and its plan of administration in
his testimony. Simply stated, base rates contain a component attributable to historical
fuel and purchased power costs. If actual fuel and purchase power costs are higher/lower
than the amount embedded in base rates, a PPFAC provides the mechanism whereby the
actual cost difference is passed through to the customer in the form of a charge/credit.
Currently, TEP does not have a PPFAC and as such is unable to pass volatile fuel and
purchased power costs to its customers. This can cause a financial strain on the resources
of the Company. The PPFAC proposed in the settlement agreement will allow TEP to
timely recover fuel and purchased power costs. I would note that the PPFAC provided
for in the settlement agreement is similar to the forward-looking Power Supply Adjustor
that was approved by the Commission in a recent APS rate case as well as the PPFAC

approved by the Commission for UNS Electric, Inc. in Docket E-04204A-06-0783

What are the benefits of the proposed PPFAC?
Again, Mr. Hutchens will address the significant benefits of the PPFAC in more detail in

his testimony.
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I believe that a PPFAC is an integral part of cost-of-service ratemaking, particularly in

our current fuel and purchased power environment. One of the provisions of the
settlement agreement is the agreement that TEP’s rates will be determined based on a
cost-of-service methodology. So, one benefit of the implementation of the PPFAC is that
it is consistent with cost-of-service principles as it allows TEP to recover its costs in a
timely manner rather than expose it to the risk of volatile fuel and purchase power
markets. The PPFAC also can benefit customers when there are fuel differences,
including crediting the customers when the price of fuel or purchase power is lower than
the base fuel cost. A PPFAC with a forward looking component also provides customers
with proper price signals about the real costs of energy consumption. In this regard, a
PPFAC will help customers adjust their usage based on the total cost of their
consumption. Additionally, the PPFAC will help reduce the number of rate cases to be
filed by the Company by providing a recovery mechanism in place that will incorporate
future data. This will allow all the parties, including Commission Staff, to use their
resources in a more efficient manner and, as importantly, it will shield our customers

from the costs associated with frequent rate case filings.

How will short-term wholesale margins and annual net positive wholesale trading
profits be treated under the PPFAC?

Pursuant to the settlement agreement, all short-term wholesale sales revenue will be
credited to the PPFAC to offset fuel and purchase power costs. Ten percent (10%) of the
annual net positive wholesale trading profits will be credited to fuel and purchased power
costs annually. Under no circumstances will any annual net loss on wholesale trading
incurred by TEP be shared with or borne by our customers. This provision adopts Staff’s

initial proposal in this docket.
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How will SO2 allowance sales be treated under the PFFAC?
Pursuant to the settlement agreement, fifty percent (50%) of the revenues from sales of
sulfur dioxide (SO,) emission allowances will be credited to the PPFAC to offset fuel and

purchased power costs.

G. REST Adjustor.

Please explain the settlement agreement’s provision related to the Renewable
Energy Adjustor.

The settlement agreement provides that the renewable energy standard tariff (“REST”)
adjustor mechanism recommended by Staff in its Direct Rate Design testimony in this
proceeding shall be adopted and implemented with the Commission’s approval order in
this proceeding. The initial rates of the REST Adjustor Mechanism will be the same as

the REST Tariff charges approved in Decision No. 70314 (April 28, 2008).

H. DSM Adjustor.

Please explain the settlement agreement’s treatment of the Demand-Side
Management Adjustor.

The settlement agreement includes a statement of the parties support for the
implementation of an appropriate DSM Portfolio and related Adjustor. TEP filed its
DSM Portfolio proposal with the Commission on July 2, 2007. The parties further stated
that they would use their best efforts to implement an appropriate DSM Portfolio and
Adjustor as soon as possible. Accordingly, the settlement agreement provides that the
DSM Adjustor mechanism recommended by Staff in its Direct Rate Design testimony in
this proceeding will be adopted and that the initial funding level of the DSM Adjustor

will be $6,384,625. The settlement agreement provides further that the initial DSM
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Adjustor rates will be set at $0.000639 per kWh for all kWh sales. The settlement
agreement also provides that TEP shall file an application by April 1** of each year for
Commission approval to reset the DSM Adjustor rates, and that rates would be reset on

June 1 of each year.

L Rate Moratorium and Emergency Clause

Please explain the rate moratorium provision of the settlement agreement.

The settlement agreement provides that TEP will not file a general rate case before June
30, 2012. New rates (except for those initiated pursuant to the emergency clause which I
will discuss below), will not go into effect prior to January 1, 2013. TEP has agreed not
to use a test year earlier than the 12 months ending December 31, 2011 for its next
general rate case filing. TEP believes that the rate moratorium will provide customers
with certainty and stability in the future as well as be a means to mitigate the impact of

the rate increase over the next 5 years.

Is TEP concerned about agreeing to a rate moratorium for such an extended period
of time?

Yes, we are. We believe that we can adequately operate the Company during the rate
moratorium but are concerned about the negative financial impact of an event that may
occur that is beyond our control. Accordingly, the settlement agreement provides an
emergency clause (Paragraph 11.1) that would permit TEP to request a change to its base
rates, or necessary changes to the PPFAC mechanism, the DSM adjustment mechanism,
or the REST adjustment mechanism, as may be applicable, that would take effect prior to
January 1, 2013 in the event of an emergency. It was particularly important to TEP that
the emergency clause recognize the potential imposition of a carbon tax or “cap and

trade” system as a circumstance which might require TEP to seek additional relief. TEP
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relies heavily upon coal-fired generation, that is very beneficial to its customers, and the
imposition of new legislation, regulations or taxes related to thereto could require the
Company to seek emergency relief. Of course the determination of whether emergency
relief will be approved remains with the Commission. I am comfortable that in the event
of an emergency situation, the Commission will approve the appropriate rate relief to

protect TEP and its customers.

J. TEP’s CC&N.

Please explain the settlement agreement’s treatment of the exclusivity of TEP’s
Certificate of Convenience and Necessity (“CC&N”).

The settlement agreement does not change the status quo of TEP’s CC&N. The
settlement agreement (Paragraph 12.1) indicates that a generic docket is an appropriate
means by which the Commission could address the issue of exclusivity of the CC&Ns of
the “Affected Utilities” as defined in A.A.C. R14-2-1601.1, should the Commission
choose to do so. The settlement agreement (Paragraphl3.1) further provides for a
Returning Customer Direct Access Charge (“RCDAC”) tariff as a means to protect TEP
and its customers from the costs of large load customers (above 3MW) leaving and then
returning to TEP’s system. Moreover, in conjunction with maintaining the status quo,

TEP will continue to have unbundled rates for all of its services.

Please explain the settlement agreement provision related to the RCDAC.

As 1 indicated, in recognition of the fact that there may be customers who take direct
access service and then desire to return to TEP for electric service, the settlement
agreement provides that TEP will file, as a compliance item, a Returning Customer
Direct Access Charge (“RCDAC”) tariff within ninety (90) days of the effective date of

the Commission’s order approving the settlement agreement. The settlement agreement
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specifies the terms of the RCDAC tariff. The settlement agreement states that the
RCDAC tariff will (i) apply only to individual customers or aggregated groups of
customers with demand load of 3 MW or greater; (ii) not apply to a customer who
provides TEP with one year’s advance written notice of intent to return to TEP generation
service and to take TEP Standard Offer service; (iii) identify the individual components
of the potential charge, definitions of the components, and a general framework that
describes the way in which the RCDAC would be calculated; and (iv) only be established
to recover from Direct Access customers the additional costs, both one-time and
recurring, that these customers would otherwise impose on other Standard Offer
customers if and when the former return to Standard Offer service from their competitive
suppliers. The RCDAC tariff will further provide that customers shall pay the RCDAC

in full within one year of the RCDAC being assessed.

K. Treatment of 1999 Settlement Agreement.

Mr. Pignatelli, what does the settlement agreement provide regarding the status of
and any claims arising under the 1999 Settlement Agreement?

The settlement agreement generally provides that TEP’s rates shall be determined based
upon cost-of-service ratemaking principles and that upon issuance of a final non-
appealable order approving the settlement agreement, TEP shall (i) forgo claims related
to a breach of the 1999 Settlement Agreement (and Decision No. 62103); (ii) not seek to
recover damages related to the Commission setting its rates under cost-of-service
ratemaking principles (as set forth in my testimony in this proceeding); (iii) not seek to
recover damages related to the rate freeze adopted in Decision No. 62103; and (iv) forgo

claims related to the 1999 Settlement Agreement or Decision No. 62103.
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Also, upon issuance of a final non-appealable order approving the settlement agreement
the signatories thereto will release each other from any claims arising under the 1999
Settlement Agreement and Decision No. 62103. Finally, TEP will file within 90 days of
the decision approving the settlement agreement an application to update the waivers that

were set forth in Decision No. 62103.

This provision addresses claims and litigation under the 1999 Settlement Agreement and
allows TEP, the Commission and the parties to move beyond the 1999 Settlement

Agreement and into the future

L. Rate Design.

Mr. Pignatelli, please provide an overview of the rate design provisions of the
settlement agreement.

Mr. Dukes’ testimony provides support and detail regarding the individual rate design
provisions in the settlement agreement. Let me say that rate design was a significant part
of the settlement agreement negotiations. From TEP’s standpoint, we were looking to
implement rate design concepts that are conservation-oriented and customer friendly. We
believe that we will be able to accomplish those goals through provisions of the
settlement agreement that establish: (i) an inclining block structure for residential and
smaller general service customers (normally under 200 kW) whereby the incremental
price increases with usage; (ii) three new optional residential time-of-use programs
whereby customers can save money by conserving energy and shifting usage to the off-
peak period; (iii) a time-of-use education program designed and administered by TEP;
(iv) low-income residential programs that hold low-income customers harmless from the
rate increase and exempt from the PPFAC; (v) expanded time-of-use programs for larger

commercial and industrial customers; (vi) increased demand charges for larger
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commercial and industrial customers to encourage better customer load factors; (vii) a
collaborative process to create and file a partial requirements tariff that will be
compatible with renewable self generation; (viii) a collaborative process to create and file
an interruptible tariff with a range of options; and (ix) a collaborative process to create
and file a demand response program whereby customers may voluntarily reduce demand

levels.

THE SETTLEMENT AGREEMENT PROVIDES SIGNIFICANT BENEFITS FOR
TEP’S CUSTOMERS. EMPLOYEES AND SHAREHOLDERS.

Mr. Pignatelli, please explain the benefits that the settlement agreement provides for
TEP’s customers.

TEP’s customers are true beneficiaries under the settlement agreement. After a period of
time when other Arizona electric customers have seen base rates increase 14-25% and the
national average is 32%, under the settlement agreement TEP’s customers will see a base
rate increase of 6% and will not see another base rate increase for another 5 years or, in
other words, until 2013. During a time when customers are seeing other costs skyrocket,
I think the rate stability provided to TEP’s customers is an outstanding feature of the
settlement agreement. In addition, the rate design that is being proposed in conjunction
with the base rate increase is innovative and geared towards sending correct price signals
and mitigating the impact to those who are legitimately least able to afford to pay. There
are other provisions of the settlement agreement that underscore the benefits to the
customer. For example, the Luna generating station is included in TEP’s rate base at an
amount that is a significant discount to its market value. TEP’s customers are thus
benefiting economically by the reduced rate base value for an important part of the

Company’s generation portfolio

TEP’s customers also benefit from the regulatory certainty that will be a by-product of

the settlement agreement. The PPFAC will protect TEP from fuel and purchase power

25




=~

~ N W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

risk, helping to ensure that the Company’s financial condition is not jeopardized, which
also can be beneficial to our customers. Further, the uncertainty regarding the disposition
of the 1999 Settlement Agreement is resolved through the settlement agreement. This
will avoid the costly expense of time and money in litigating disputed issues surrounding
the 1999 Settlement Agreement and eliminate the risk to TEP’s customers that generation

service rates would be determined through a more expensive market methodology.

And. finally, a financially improved TEP will mean that the Company will have adequate
cash flows and will be able to continue to provide its customers with a high level of
service and plan for the future by investing in distribution, transmission and generation

facilities.

Mr. Pignatelli, please explain the benefits that the settlement agreement provides for
TEP’s employees.

In order for TEP to be able to attract and retain the best qualified employees, we must be
able to afford to pay them competitively. In order for the employees to be able to
perform at a high level and safely, they must have proper manpower, training and
equipment. As I have repeatedly stated, without rate relief TEP would not be able to
maintain current levels of service. While we would never jeopardize the safety of our
employees, we would have to scale back crews, projects and capital investments. With
the rate relief provided in the settlement agreement, we believe that we can maintain our
high standards of service and continue to be a safe and desirable Company that attracts

and keeps the best employees.
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Mr. Pignatelli, please explain the benefits that the settlement agreement provides for
TEP’s shareholders.

TEP’s shareholders will have the opportunity to earn a reasonable return on their
investment under the terms of the settlement agreement. While the rate increase provided
in the settlement agreement is not as much as we requested in the 2007 Rate Case
Application, it will improve the Company’s current financial condition. I believe that the
6% rate increase, the PPFAC and the regulatory certainty provided by the settlement
agreement are significant benefits for TEP and its shareholders. Regulatory certainty is
important in that it provides predictability, gives investors confidence and reduces the
return premium they might otherwise require. This is also beneficial to customers
because they ultimately bear the prudent financing costs associated with the construction
of projects. If investors do not require an additional premium, because the regulatory
environment is responsive, then the overall cost to the customer is lower. Further,
regulatory certainty fosters prudent utility management as long-term planning decisions
can be made with a reasonable assurance of cost-recovery. Regulatory certainty also
encourages investment in utilities. Such investment leads to more jobs, more
opportunities and an improved quality of life for the citizens of the community. Such
investment fosters innovation, which is important for generation with the addition of new
or more efficient means of producing electricity as well as increasing capacity and

efficiency in the transmission and distribution of electricity.

I also believe that the timely implementation of the rate relief -- as contrasted to
prolonged litigation over the issues -- is also an important benefit of the settlement

agreement as it avoids costly litigation and moves the Company in a forward direction.
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THE SETTLEMENT AGREEMENT IS IN THE PUBLIC INTEREST.

Mr. Pignatelli, please explain why you believe that the settlement agreement is in the
public interest?

I believe that the public interest is met when the needs of customers, employees and
shareholders are addressed and resolved in a fair, just and reasonable manner. As I have
previously stated, the settlement agreement has achieved a balance of interests in
resolving the issues raised in the 2007 Rate Case Application and Motion to Amend. For
example, this balance is found in the implementation of a 6% base rate increase and a
PPFAC coupled with a rate case moratorium and a freeze on qualified low-income
customers’ rates. This balance addresses both the need for a rate increase by TEP and the
need to mitigate the impact thereof on TEP’s customers. Other examples of the
consideration and balancing of needs of the parties can be found throughout the

settlement agreement.

TEP SHOULD RETAIN THE FIXED CTC TRUE-UP REVENUES.

Please explain the nature of the Fixed CTC revenue.

The Fixed CTC was established under the 1999 Settlement Agreement and was intended
to recover up to $450 million of TEP’s stranded costs without a rate increase. The Fixed
CTC was to be collected until the $450 million was recovered or until December 31,
2008, whichever came first. TEP reached the $450 million recovery amount in May

2008. Some parties have argued that TEP’s base rates should be reduced for an interim

period upon the collection of the full $450 million amount. TEP, on the other hand,

believes that base rates should not be reduced or otherwise changed for the interim period
between May and the date that the 6% base rate increase provided for in the settlement

agreement is effective. In Decision No. 69568 (May 21, 2007), the Commission ordered

28




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

that the collection of funds pursuant to the Fixed CTC be continued until new rates are in
effect and that the additional collected funds be subject to credit, refund or other
appropriate treatment (the “Fixed CTC True-up Revenues”). The settlement agreement
(Paragraph 15.1) provides that parties can present to the Commission their arguments

regarding the proper treatment of the Fixed CTC True-up Revenues in this proceeding.

How much do you anticipate the Fixed CTC True-up Revenues will be?

Based on the amortization expense recorded to date, as well as forecasted sales in 2007
and 2008, full recovery of the $450 million was expected to occur in May 2008. As a
result, a total of approximately $66 million of additional Fixed CTC revenues (the Fixed
CTC True-up Revenues) are anticipated between the full recovery date and December 31,
2008.

How does the settlement agreement treat the Fixed CTC True-up Revenues?

The settlement agreement provides that to the extent the Commission determines that
Fixed CTC True-up Revenues are to be returned to customers, TEP will credit up to
$32.5 million as a “credit to customers” in the PPFAC balancing account. Subject to
further comment from the parties, the Commission may determine (i) when the Fixed
CTC True-up Revenues shall cease to be accounted for; (ii) the proper treatment of any
additional Fixed CTC True-up Revenues; and (iii) the timing for the implementation of

new rates.

What do you think should happen to the Fixed CTC True-up Revenues?

I believe that TEP should retain the Fixed CTC True-up Revenues. Because TEP did not
raise its rates in 1999 in order to be able to collect the Fixed CTC Revenues, it should not
have to lower its rates now or otherwise return certain revenues it collects under the 1999

rate level to customers. In Decision No. 62103, which approved the 1999 Settlement
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Agreement, the Commission did not order a rate increase to collect the Fixed CTC
Revenues. To the contrary it ordered rate reductions to TEP’s rates that it had previously
found to be just and reasonable. Consequently, while from an accounting perspective a
portion of TEP’s revenues were credited to collection of the Fixed CTC, the Company’s
rates were never increased to recover the Fixed CTC revenues. To require TEP to refund
or credit the Fixed CTC True-up Revenues would be to confiscate a portion of the
revenues that the Company collected based upon rates that were determined to be just and

reasonable.

Additionally, one of the important benefits of the settlement here is put the 1999
Settlement Agreement behind us. The designation of a portion of TEP’s revenues as
Fixed CTC Revenues (through an additional “unbundling” of TEP’s overall rate at that
time) was a provision of the 1999 Settlement Agreement that is being superseded by the
settlement agreement. Selected provisions of the 1999 Settlement Agreement should not
be preserved to transfer economic benefits from the Company to its customers. The 1999
Settlement Agreement should be superseded as agreed to in the settlement agreement

rather than retained in part and superseded in part.

Finally, even if there was a legal basis for claiming that customers had truly paid extra for
collection of the Fixed CTC (even though TEP’s overall rate never increased), all parties
to the settlement agreement concur that TEP is entitled to a base rate increase of 6%
based on a 2006 Test Year. The 2006 Test Year and financial data that supports the
settlement agreement demonstrates that increased costs comprising a part of the
Company’s revenue deficiency greatly exceed the $66 million of Fixed CTC True-up
Revenues that are expected to be collected up through December 31, 2008. I submit that
those additional costs negate any need to refund or credit the Fixed CTC True-up

Revenues to TEP’s customers.
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IX.

Mr. Pignatelli, when should the effective date of the Commission order, including
new rates be?

The obvious answer to that question is as soon as the Commission votes to approve the
settlement agreement, which I hope is well before the end of 2008. Upon Commission
approval of the settlement agreement, all provisions of the new settlement will become
effective, the 1999 Settlement Agreement will be superseded and there will be no good
reason why the requested rate relief should not be implemented at that time. Again,
select provisions of the 1999 Settlement Agreement should not be allowed to linger while
others are superseded. Moreover, there are several good reasons why the rates should be
implemented as soon as possible. The most compelling reason is that all parties
recognized that TEP needs rate relief base on the 2006 Test Year data. The sooner the
rate relief is implemented, the sooner the Company is able to improve financially.
Another important reason is that the sooner new rates are in effect, the sooner the Fixed
CTC True-up Revenues cease to accrue. It would be unjust, unfair and again,
confiscatory, for the Commission to delay the implementation of the rate increase while
Fixed CTC True-up Revenues continued to accrue and the Company’s potential liability

continued to grow.

RESPONSES TO COMMISSIONERS’ QUESTIONS.

Chairman Gleason filed a letter in this docket on April 3, 2008 requesting certain
information regarding TEP’s Time-of-Use rates. Please explain TEP’s response.

On April 16, 2008 TEP filed a letter in the docket that responded to Chairman Gleason’s’
questions regarding Time-of Use rates. Briefly, in the letter TEP explained how tier
breakpoints and rate differential were chosen when TEP presented its new Time-Of-Use
proposals. There has been no further correspondence on this matter and I believe that

TEP satisfied Commissioner Gleason’s inquiry up to this point.
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On May 20, 2008, Commissioner Mayes submitted a letter in the docket asking a
number of questions and requesting that answers be provided in the settlement
agreement or testimony. Please address TEP’s response to Commissioner Mayes’
letter.

Yes, [ will. First of all, I appreciate the correspondence from Commissioner Mayes at a
time when TEP could address her questions and points in either the settlement agreement

or pre-filed testimony. I believe her letter was helpful to the settlement process.

In her letter, Commissioner Mayes requested that the parties present a PRS Tariff that
does not penalize large scale solar projects. The settlement agreement, at Paragraph
18.1.a, provides that TEP will file a new PRS tariff within 90 days after the
Commission’s approval of this agreement that both protects TEP’s ability to recover
fixed costs and facilitates the development of customer-sited distributed renewable
energy projects and environmentally friendly self generation. These tariffs will be
designed so as to not inhibit the installation of large scale solar or other renewable

projects.

Commissioner Mayes also requested that TEP file a Time-Of-Use (“TOU”) tariff that
provides customers a reasonable opportunity to pay reduced rates by shifting their usage
to off-peak hours. In the settlement agreement at Paragraphs 16.7 through 16.23, the
Parties agree TEP will expand its TOU rate schedules. Three new TOU programs will be
implemented by TEP. Under those newly implemented time-of-use programs, all
residential, general service, large general service, and large light and power customers

will be offered a time-of-use option.

Commissioner Mayes also requested that the settlement agreement take into account low-

income customers and largely hold them harmless from the proposed rate increase. As I
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testified earlier, the settlement agreement completely shields our low-income customers

from any base rate increase or charges imposed by the PPFAC. Neither the increase in
base rates, nor any increase in rates due to the PPFAC will be passed on to our low-
income customers. In fact, under this settlement agreement low-income customers’ rates
will be lower than the rates those customers paid in 1994. The low-income rates are

addressed in Paragraphs 16.29 through 16.31 of the settlement agreement.

Commissioner Mayes asked if the Company can or should commit to escalating its
timetable for enacting the REST, or commit to doing more than its REST
requirement. Commissioner Mayes also wanted to know how TEP is altering its
generation portfolio to ameliorate the impact on customers of higher rates due to
carbon legislation. What is your response to these related questions?

TEP has long been a proponent of renewable energy, has been an active participant
in the many proceedings that culminated in the adoption of the REST, and believes
renewable energy can provide real benefits to its customers and the environment.
TEP filed its REST Implementation Plan, REST Tariff, Renewable Energy Credit
Purchase Program and Customer Self-Directed Tariff on May 13, 2008, pursuant to
Decision 70314 (April 28, 2008) and will file its next REST Implementation Plan by July
1, 2008, describing how it intends to comply with the REST rules for the next calendar

year, as required by A.A.C. R14-2-1813.

TEP’s REST Implementation Plan presented options for approval and implementation
that included a more aggressive plan for REST compliance than that ultimately approved
by the Commission. TEP has consistently stated that it would participate as aggressively
in renewable energy programs as the Commission would encourage through the proper

funding. That continues to be TEP’s position on this matter.
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TEP is very concerned about the potential imposition of a carbon tax or cap and trade
program. TEP is attempting to determine when, how and to what extent a carbon tax or
cap and trade program would be imposed on coal-fired generators. However, there is no
consensus answer yet to those questions. Although, TEP believes that either a carbon tax
or cap and trade program is inevitable, it can not take concrete steps to alter its generation
portfolio until it has more information on what will actually be imposed. Having said
that, TEP does look to diversify its generation mix and is factoring a carbon tax or cap

and trade program as it is considering future generation assets

Commissioner Mayes stated that, “to date, TEP has engaged in little if any Demand
Response” and therefore requests that the Company inform the Commission what
Demand Response programs the Company will adopt as part of this settlement
agreement. Does the settlement agreement address Commissioner Mayes’ concern?
Yes. In Paragraph 18.1.d, of the settlement agreement TEP commits to file a new
demand response program tariff within 90 days after the Commission’s approval of the
settlement agreement. That tariff will allow customers to voluntarily commit to reduce
their demand when requested by TEP in response to a critical situation. TEP and
interested stakeholders will also explore the use of bill credits for customers who can
verify their demand reduction over a time period that has high incremental costs. Any
bill credit program would be in addition to, and not in lieu of, a voluntary program that
would not provide payment. Further, Paragraph 18.1.b of the settlement agreement
provides that TEP will file an interruptible tariff that will provide a range of options to
customers. I also believe that the new Time-Of-Use programs proposed in this
agreement, combined with our current Time-Of-Use tariff, enhance our commitment to

Demand Response.
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Commissioner Mayes also requested that the Commission be informed whether TEP
should be required to go beyond the levels of DSM proposed in the original
testimony filed in this case and asked if a heightened commitment by TEP to DSM is
a benefit that should be offered as part of the settlement agreement? Commissioner
Mayes also asked about the timing of the introduction of the DSM programs,
including the adjustor mechanism. Will you please respond to these questions?

Pursuant to Decision No. 69568 (May 21, 2007), TEP filed on July 2, 2007 its proposed
DSM Portfolio, which included ten DSM programs. Six of those proposals are entirely
new programs, while the remaining four proposals are amendments to existing programs.
The Commission recently approved two of those programs - the Residential HVAC and
CFL programs. TEP anticipates that the Commission will act its other DSM programs

prior to the conclusion of this case.

As to the timing of implementation of the DSM programs, TEP will implement
Commission-approved DSM programs when the DSM adjustor is in place and within the
time frames ordered by the Commission. TEP anticipates that the DSM adjustor will be

effective when the Commission issues its approval order in this case.

OTHER ITEMS

Were there any other items in the settlement agreement that you wanted to discuss?

Yes. The settlement agreement provided that TEP will file a new bill estimation tariff
within 90 days of a Commission order approving this settlement agreement. Further,
TEP agreed to a fuel audit as recommended by Commission Staff, except that the fuel
audit does not have to be completed prior to the implementation of the PPFAC. Finally,
Mr. Dukes addresses changes to TEP’s Rules and Regulations, which include the

elimination of the current free footage allowance in the Company’s line extension tariff.
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CONCLUSION

Do you have any concluding remarks?

Yes, I do. The settlement agreement is a remarkable collaborative effort by many parties
to resolve a significant number of important issues related to TEP and its customers. It is
fair, just and reasonable and in the public interest. It provides substantial benefits to
TEP’s customers, employees and shareholders. It provides a pathway to the future and
allows TEP and its customers to continue with high levels of electric service. I urge the
Commission to adopt the settlement agreement. I also urge the Commission to
implement rates under the settlement agreement as soon as possible and to permit TEP to
retain amounts attributable to the Fixed CTC True-up Revenues. I look forward to
Commission scrutiny of the settlement agreement and the issuance of an order approving

the settlement agreement.
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Executive Summary of the
Rebuttal Testimony of James S. Pignatelli
in Support of the Settlement Agreement

Mr. Pignatelli is the Chairman of the Board, President and Chief Executive Officer of
Tucson Electric Power Company (“TEP” or the “Company”).

Mr. Pignatelli’s Rebuttal Testimony in support of the proposed Settlement Agreement
addresses the following matters: (1) TEP’s estimate of the impact on average retail rates, (2) the
errors and mischaracterizations in RUCO’s testimony that undermine its basis for opposing the
Settlement Agreement and (3) the testimony filed by SWEEP and a restatement of the
Company’s commitment to demand-side management programs.

Mr. Pignatelli testifies that TEP currently estimates that the Purchased Power and Fuel
Adjustment Clause (“PPFAC”) surcharge that would go into effect on April 1, 2009 could result
in a 3-4% increase to TEP customers’ bills. This would be in addition to the base rate increase of
approximately 6%. Accordingly, effective April 2009, TEP estimates that the average customer
bill for all customer classes could increase 9-10% over the current average bill attributable to the
combination of the base rate increase and PPFAC rate. However, Mr. Pignatelli also testifies
that, given the proposed rate design and the inverted block rates, the electric bill of a residential
customer with average use could increase less than 9-10%. In fact, given the rate design, over
50% of residential customers could see a significantly lower overall increase. He also reiterates
here that, under the Settlement Agreement, qualified low income customers would not receive
any base rate increase or be subject to the PPFAC rate.

Mr. Pignatelli testifies that RUCO’s testimony should be rejected because (1) it attempts
to criticize selected provisions of the Settlement Agreement without acknowledging that terms
and conditions of the Settlement Agreement were negotiated as a whole, integrated agreement
(2) RUCO has not performed any analysis regarding TEP’s financial condition, TEP’s ability to
ensure service reliability or the consequences to residential consumers if the Commission does
not approve the Settlement Agreement, or new rates by January 1, 2009 (3) it fails to
acknowledge the many customer benefits included in the Settlement Agreement, (4) RUCO’s
claim of a 21.5% rate increase is simply not true, (5) it ignores that each adjustment to a party’s
original filing is justified and documented in testimony, (6) it erroneously labels the fixed CTC
as a “temporary surcharge” when it was a carve out of TEP’s then existing rates and (7) it lacks
an understanding of the Company’s procurement costs and the need for the proposed PPFAC.

Finally, Mr. Pignatelli notes that SWEEP does not oppose the Settlement Agreement, and
he testifies that TEP continues to actively support demand side management programs.

1
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INTRODUCTION AND SUMMARY.

Please state your name and occupation.
My name is James S. Pignatelli. I am the Chairman, President and Chief Executive Officer
of Tucson Electric Power Company (“TEP” or the “Company”). Ihold the same positions

at UniSource Energy Corporation, the parent of TEP.

Mr. Pignatelli, have you reviewed the testimony filed by the Arizona Residential
Utility Consumer Office (“RUCO”) and Southwest Efficient Energy Project
(“SWEEP”) in this proceeding?

Yes, I have. It is important to note that RUCO is the only party in this proceeding that
apparently opposes the Settlement Agreement. SWEEP is neutral towards the Settlement
Agreement. However, thirteen (13) parties are signatories (“Signatories”) to the

Settlement Agreement, including Commission Staff.

Mr. Pignatelli, please summarize your rebuttal testimony.

In the first part of my rebuttal testimony I present TEP’s estimate of the impact on average
retail rates billed to the customers in 2009 attributable to the Purchased Power And Fuel
Adjustor Clause (“PPFAC”) under the terms of the Settlement Agreement. In summary,
while I presume that the base rate increase of approximately 6% will be effective upon
Commission approval of the Settlement Agreement, the PPFAC surcharge would not begin
to be applied to customers’ bills until April 2009. TEP currently estimates that the PPFAC
surcharge that would go into effect on April 1, 2009 could result in a 3-4% increase to TEP
customers’ bills. This would be in addition to the base rate increase of 6%. Accordingly,
effective April 2009, TEP estimates that the average bill for all customer classes could

increase 9-10% over the current average bill attributable to the combination of the base rate

increase and PPFAC rate. I point out however, that given the proposed rate design and the
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inverted block rates, the electric bill of a residential customer with average use (900
kWhs/month) will increase less than the average percentage increase. In fact, given the
rate design, over 50% of residential customers will see a significantly lower overall
increase. It is also important to reiterate here that, under the Settlement Agreement,
qualified low income customers would not receive any base rate increase or be subject to

the PPFAC rate.

Second, I rebut the testimony filed by RUCO related to the Settlement Agreement. I
discuss the errors and mischaracterizations in RUCO’s testimony that undermine its basis
for opposing the Settlement Agreement. RUCO’s professed “apples-to-apples” analysis is
fatally flawed because it is based on a false assumption and consequently, the conclusion

that the rate increase will be 21.15% is a gross overstatement.

Finally, I comment on the testimony filed by SWEEP and restate the Company’s

commitment to demand-side management programs.

My rebuttal testimony fully supports the conclusion that the Settlement Agreement is fair,
just, reasonable and in the public interest. The record in this case clearly establishes that

the Settlement Agreement should be approved by the Commission.

THE IMPACT OF THE PPFAC RATE ON CUSTOMERS’ BILLS IN 2009.

Mr. Pignatelli, please explain TEP’s estimate of the PPFAC rate in 2009.
TEP’s base rates include a component attributable to historical purchase power and fuel
costs. In the Settlement Agreement, base rates are calculated using a test year ending

December 31, 2006. The average base cost of purchase power and fuel reflected in base

rates is $0.028896 per kWh, which reflects the adjusted 2006 test year costs.
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If, on an ongoing basis, actual purchased power and fuel costs are higher or lower than the
amount embedded in base rates, the PPFAC provides the mechanism whereby the actual
cost difference is passed through to the customer in the form of a charge or credit. The
PPFAC rate is not a base rate increase. It is not a fixed amount and does not include a
return component. The PPFAC rate can fluctuate and be a customer “credit” if costs are

below the base rate of 0.028896 per kWh.

The PPFAC mechanism proposed in the Settlement Agreement will be effective January 1,
2009. The initial PPFAC rate will initially be set at zero. However, the PPFAC rate will
be adjusted effective April 1, 2009 and will not appear on customers’ bills until April of
2009.

At this time, TEP estimates that its purchased power and fuel costs in 2009 will be in the
range of $0.036 to $0.037 per kWh. When this amount is adjusted in accordance with the
PPFAC plan of administration for proceeds from (i) wholesale sales; and (i1) 50% of S02
sales, the resulting amount will be approximately $0.032 per kWh to $0.033 per kWh. As
a result, TEP currently estimates that the PPFAC rate that would go into effect on April 1,
2009 would be approximately $0.003 to $0.004 per kWh. This would result in an
additional 3% to 4% charge to TEP’s customers. This PPFAC rate estimate could change
based on the October 1 filing pursuant to the PPFAC plan of administration. In that filing,
TEP will provide up-to-date supporting documentation on for the calculation of the
Forward and True-up components of the PPFAC rate that will go into effect the following
April 1.

Accordingly, as a result of the Settlement Agreement, effective April 2009, the average bill

for all customers classes could increase another 3%-4% for a total increase of 9%-10%

3
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III.

over existing rates, attributable to the base rate increase and PPFAC rate. However,
pursuant to the inclining block rate structure proposed in the Settlement Agreement, the
electric bill of a residential customer with average use (900 kWhs/month) will increase less
than the average percentage increase. Also, under the Settlement Agreement low income

customers will not receive any base rate increase or be subject to the PPFAC surcharge.

REBUTTAL TO RUCO’s RESPONSIVE DIRECT SETTLEMENT TESTIMONY.

Mr. Pignatelli, have you reviewed the “Responsive Direct Settlement Testimony of
William A. Rigsby” filed on behalf of RUCO in this proceeding on July 2, 2008 (the
“Rigsby testimony”)?

Yes, I have.

What is your overall reaction to the Rigsby testimony?
RUCO has never supported a settlement of any of the issues in this proceeding. So, the

Rigsby testimony must be read with that bias as its foundation.

The Rigsby testimony is the only attempt by a party in this proceeding to oppose the
Settlement Agreement. When you consider the diverse interests of the Signatories to the
Settlement Agreement, their commitment to their respective constituencies and the
balanced manner in which complex and contentious issues were resolved, Mr. Rigsby’s
opposition to the Settlement Agreement seems to be merely the strident perpetuation of
RUCO’s litigation position rather than a balanced weighing of concessions on all sides.
Indeed, RUCO focuses only on concessions made in TEP’s favor and ignores all the other

concessions by TEP and the numerous benefits provided by the Settlement Agreement.
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For example, does anyone really believe that all of the Signatories conspired to present “a
false impression of the reasonableness of the Agreement” as the Rigsby testimony
accuses? See Rigsby Direct Testimony at page 6. RUCO was present during the
settlement discussions, and not once did they ever levy such an accusation. Therefore, I do

not think that even RUCO believes that allegation.

Also, the Rigsby testimony attempts to slant the economic analysis of the Settlement
Agreement by indicating that Commission Staff moved off its original rate increase
recommendation by $100 million without acknowledging that TEP reduced its rate
increase by $140 million under its cost-of-service methodology and several hundred

million dollars under its market methodology.

Aside from its inherent bias, I believe the Rigsby testimony should be rejected because it
attempts to criticize selected provisions of the Settlement Agreement without
acknowledging that terms and conditions of the Settlement Agreement were negotiated as a
whole, integrated package and is a remarkable balance of benefits for the competing
interests of customers, employees and investors. The Settlement Agreement is an
integrated and economically sound resolution of the issues in this case. And, even in its
challenge to selected provisions, RUCO’s position is based on errors and
mischaracterizations and presents a flawed analysis of the Settlement Agreement that

evidences a lack of familiarity and understanding of the terms thereof.

While RUCO is critical of the Settlement Agreement, notably absent is any analysis of the
consequences to residential consumers if the Commission does not approve the Settlement
Agreement or new rates by January 1, 2009. Nowhere in RUCO’s testimony is there a

discussion or study of its position and how it affects TEP’s financial health, including its

cash flow. Also notably absent is any analysis by RUCO regarding the effect its position
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would have on service reliability. Further the Rigsby testimony fails to acknowledge the
many customer benefits that are included in the Settlement Agreement including benefits
that RUCO did not propose in this proceeding, such as the rate freeze for low income
residential customers and the rate moratorium. These and all other customer benefits
provided in the Settlement Agreement are the product of the Signatories negotiations and

agreement.

A. RUCO?’s Challenge to Base Rate Increase.

Mr. Pignatelli, please provide examples of the errors and mischaracterizations in the
Rigsby testimony.

First, RUCO claims that the Settlement Agreement will produce a rate increase of 21.15%.
This is absurd. As I have pointed out, the base rate increase will be 6%. And, beginning
April 2009, the PPFAC surcharge could add another 3%-4% to the customers’ bill. I think
that it is irresponsible for RUCO to publish that TEP’s customers will experience a 21.15%
rate increase as a result of the Settlement Agreement when that is simply not true. While
RUCO claims that is has conducted an “apples-to-apples” comparison of rates, RUCO has

actually engaged in a bit of “addition by subtraction” in order to reach an inflated number.

Please explain what you mean.

For the first time, RUCO now makes the novel claim that the fixed CTC was a “temporary
surcharge” that must be subtracted from TEP’s base rates and that the rate increase must be
calculated on this artificially lower rate. The truth is that the fixed CTC was not a
temporary surcharge that was added onto TEP’s existing rates in 1999, rather it was a
carve-out of TEP’s then-existing rates. Therefore, our customers rates were not increased

by the fixed CTC in 1999. The Rigsby testimony erroneously states:
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The $47.1 million purported increase of 6% presents a false
impression because it is based on the false premise that the fixed
CTC is a permanent part of rates rather than a temporary surcharge
that was fully recovered earlier this year. The true increase, based
on TEP’s adjusted current base rates without the fixed CTC equals
19.8%. (Rigsby testimony at 7, lines 3-7)

RUCO’s argument is quickly dismissed by the simple facts. The fixed CTC was not a
“temporary surcharge.” TEP did not raise its rates to recover its stranded costs. TEP did
not add a surcharge to recover its stranded costs. In fact, pursuant to the 1999 Settlement
Agreement, TEP’s rates were twice decreased while the fixed CTC was being recovered.
There is simply no basis for reducing TEP’s existing rates. RUCO has even admitted
during discovery in this case that TEP’s existing rates are those last determined by the
Commission to be just and reasonable. (RUCO Response to TEP Data Request TEP 4-
12.).

The fixed CTC was part of the 1999 Settlement Agreement that was intended to guide TEP
into electric competition and market based rates in 2009. In preparation for 2009, TEP
agreed to recover $450 million in stranded costs over a 10 year period. In order to avoid a
one-time write-off of $450 million in 2000, and pursuant to the advice of the Company’s
accountants, TEP ascribed a portion of its then existing rates to the fixed CTC. When the
$450 million of stranded costs were fully recovered, TEP’s rates remained the same and
only the accounting for the rate components changed. TEP’s customers’ bills were not

impacted by the accounting impact of the fixed CTC.

Under the Settlement Agreement, TEP’s customers’ bills will be increased over what they

are currently charged, based on a stipulated test-year revenue requirement, and not on the
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fictional amount that RUCO has attempted to introduce. RUCO’s attempt to overstate the
rate increase by imputing a lower existing customer rate is simply unfounded.  As stated
in the Settlement Agreement, base rates will increase approximately 6%. TEP customers

will see only an average 6% increase in their bills — the first increase they have seen since

the mid-1990s.

Mr. Pignatelli, please discuss other errors in the Rigsby testimony.

Let me briefly address the three rate-related issues that the Rigsby testimony refers to as
“concessions” and then criticizes as being unsupported by the record. I will first point out
that contrary to the erroneous assertion that there is no basis for the acceptance of the
Company’s position on these issues, the justification for each of the adjustments is found
and documented in testimony that was filed in connection with the TEP rate case

application. I will refer to that testimony for background purposes.

First, Mr. Rigsby refers to the $99 million adjustment that was made to rate base by
Commission Staff to reflect the impact of FAS 143. As TEP witness Ms. Karen Kissinger
indicated in her April 1, 2008 Rebuttal Testimony (pages 14-18), the adoption of FAS 143
in January of 2003 had different financial statement implications for TEP than it would
have for a company allowed to follow FAS 71 for its generation assets. Because the
Company was precluded from establishing a regulatory liability for amounts formerly
included in the reserve for accumulated depreciation for cost of removal of generation

assets, the amount was recognized in income in 2003.

Such amount is not refundable to customers and will not be “double collected” on a going
forward basis as it was already included, as a benefit to customers, in the determination of

the $450 million stranded cost in 1999. No cost of removal amounts have been accrued as

a part of generation depreciation expense since 2002 as a result of FAS 143. Only




\S)

O 0 NN N R W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27

companies eligible to follow FAS 71 may accrue cost of removal as an element of

depreciation expense.

In questioning the related $21.6 million adjustment to increase depreciation expense for
cost of removal on an on-going basis, the Rigsby testimony asserts that no party discussed
prior to the settlement negotiations a need to begin accruing such an amount of additional
depreciation expense for cost of removal. In fact, Commission Staff witness Mr. Ralph
Smith proposed an adjustment (adjustment C-15) and Ms. Kissinger countered with a
different proposed rate for cost of removal in her Rebuttal Testimony (pages 53-54). The

Settlement Agreement provides a reconciliation of the parties’ positions.

Second, the Rigsby testimony questions the $41.6 million adjustment to Commission
Staff’s rate base calculation related to accumulated depreciation. Again, as supported by
Ms. Kissinger’s Rebuttal Testimony (pages 18-23), in addition to no longer accruing cost
of removal as an element of depreciation expense, the Company made other changes to
depreciation rates. The Company added new generation assets which had no depreciation
rates previously authorized by the Commission. The Company also extended the lives of
some of its generation assets, based on new information regarding the economic useful
lives of these assets. The changes made were the same changes the Company would have
made under cost-based regulation. Such depreciation rates were and are just and
reasonable. The Company did not seek Commission authorization of such changes
because the generation assets had been effectively deregulated and such authorization
was irrelevant because TEP’s generation rates were to be competitive and market-based,
not cost-based. The linkage of costs and revenues was no longer applicable to generation

under the 1999 Settlement Agreement.
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Third, the Rigsby testimony also questions the treatment of Springerville Unit 1 in Rates.
In addition to Ms. Kissinger’s Rebuttal Testimony (pages 23-29), Commission Staff
witness Ralph Smith included as an exhibit to his direct testimony in support of the
Settlement Agreement a copy of a deposition transcript that supports the adoption of the
proposed treatment of Springerville Unit 1. Springerville Unit 1 generation costs have
been recovered in rates through a market-based capacity rate since 1989. Because the
initial market-based rate was below cost, the Company recorded losses of $185 million in
the 1990s, reducing the financial statement cost of this asset. Now that market rates are
higher, RUCO wants to recover the costs of Springerville Unit 1 based on this lower
financial statement value that resulted from the earlier disallowances. This logic is
circular at best. The cash costs of operation of Springerville Unit 1 are higher than
reflected in the Company’s financial records and significantly higher than acknowledged
by RUCO. Moreover, under the cost-of-service approach agreed to in the Settlement
Agreement, it is appropriate to include any leasehold improvements made by TEP at

Springerville Unit 1 in rate base.

Did Mr. Rigsby address all of the “concessions” made by the parties in connection
with the Settlement Agreement?

No. In particular, he did not address any of the disputed issues that the Company
conceded, including the fact that TEP is giving up any claims it has under the 1999
Settlement Agreement. [ want to remind the Commission that a complete comparison of
the rate adjustments and related issues that were discussed in the negotiations were filed
as Exhibit 2 to the Settlement Agreement. The negotiations were open and transparent to
all parties, Signatories and non-Signatories alike. The result of the negotiations is a

Settlement Agreement that is fair, just and reasonable and in the public interest.

10
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B. RUCO?’s Challenge to PPFAC.,

Mr. Pignatelli, do you have any other comments on the Rigsby testimony.

Yes, I disagree with RUCO’s characterization of TEP’s PPFAC. On the one hand,
RUCO argues that the PPFAC proposed in the Settlement Agreement should not be
adopted. In fact, a PPFAC has been supported by other parties since the beginning and
the need for a PPFAC has been addressed in the direct testimony of TEP witness Mr.
David Hutchens in support of the Settlement Agreement, as well as his previous direct

and rebuttal testimony and in the testimony of Staff witness Ralph Smith.

In challenging the proposed form of PPFAC (which reflects Staff’s proposal in this
docket), RUCO argues that a 90/10 penalty should be imposed on the PPFAC. There is
nothing in the record of this proceeding that supports the imposition of such a penalty on
the Company. To the contrary, the Commission Staff has found that the Company’s
purchased power and fuel procurement practices are prudent. Further, the Direct
Testimony of Commission Staff witness Ralph Smith, filed on February 29, 2008,
explained in detail (at pages 138-143) why a 90/10 sharing was not appropriate for the
TEP PPFAC.

Do you agree with a 90/10 sharing mechanism?

No. First RUCO only explains one direction of APS’ sharing mechanism. The direction
they do mention, where the Company bears 10% of fuel and purchased power costs in
excess of the base rate cost, is blatant confiscation of prudently incurred costs. This is not
consistent with standard cost-of-service ratemaking principles. Utilities do not mark up or

earn a return on costs associated with a PPFAC and can only at best break even and

recover its prudently incurred costs.
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What is the other result a 90/10 sharing mechanism can have that RUCO fails to
mention?

In the event that fuel and purchased power costs are less than the base rate cost, the
Company keeps 10% of the amount below base rates. This results in customers paying
amounts higher than the costs incurred to serve them. Again, this is not consistent with

standard cost-of-service principles.

Does the 90/10 sharing provide an incentive to use prudent procurement practices?

No. The Company already has an incentive to use prudent procurement practices. Its
procurement policies and practices will not be affected in any way by a 90/10 sharing. As
previously described, it simply results in either confiscation from the Company’s

shareholders or unnecessarily higher costs to our customers.

What “safeguards” are included in TEP’s proposed PPFAC that provide an incentive
to use prudent procurement practices?

The PPFAC Plan of Administration provides for very detailed monthly filings of fuel,
purchased power and generation data. It also allows the Commission to audit the
Company’s procurement practices at any time and disallow recovery of costs deemed
imprudent. And finally, there is a provision that requires the Commission to approve the
PPFAC rate each year before it goes into effect. These provisions, on top of the
Company’s normal standard of providing safe, reliable and fairly priced service to its

customers provides all the incentive to use prudent procurement practices.

Mr. Pignatelli, would the addition of a 90/10 penalty be seen as a material
modification of the terms of the settlement agreement?
Yes. You must remember that the fuel component in base rates is a 2006 test-year fuel

cost. A penalty equal to 10% of fuel price increases would have a significant impact on

12
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the Company’s ability to continue to support the rate moratorium in the Settlement
Agreement. Such a provision could significantly deprive the Company of a reasonable
opportunity to earn a reasonable return and reduce the appropriate cash flows that would
allow the Company to stay out for such an extended period of time.

C. RUCO?s Position on Fixed CTC True-up Revenues and Effective Date.

Mr. Pignatelli, do you agree with RUCO’s criticism of the Settlement Agreement’s
provisions that the CTC true-up revenues and the effective date of the base rate
increase issues be presented by the parties to the Commission for consideration?

No, I do not. Both of these issues are matters on which the parties wanted to present
additional information to the Commission for a determination. In keeping with the spirit
of the negotiations, the Signatories agreed that they would present their differing views
on these matters for consideration. Further, in light of the many complex issues resolved
by the Settlement Agreement, it is completely appropriate for the Commission to resolve

these final two issues, based upon the record established at the hearing.

Again, TEP’s position regarding the Fixed CTC True-up Revenues is that it should retain
those Revenues. I will not repeat the Company’s position as set forth in my direct
testimony in support of the Settlement Agreement, but I do not believe any party,
including RUCO presented any compelling argument to credit some or all of those

Revenues to customers.

Moreover, it continues to be TEP’s position that all provisions of the Settlement
Agreement, including the new base rates, should go into effect as soon as the
Commission votes to approve the settlement agreement, which I hope is well before the

end of 2008. In particular, as noted by SWEEP, this settlement provides many benefits to

13
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consumers, including new time of use tariffs and demand side management programs that

should be enacted sooner rather than later.

D. RUCO?’s Position on Open Access.

Mr. Pignatelli, do you agree with RUCO’s criticism of the Settlement Agreement’s
provisions that the Open Access issue be presented by the parties to the Commission
for consideration?

No. I believe it would be improper for the Commission to decide such a matter of
statewide policy affecting numerous other interested parties in a rate case docket. The
Settlement Agreement’s provision regarding Open Access is consistent with maintaining
an appropriate status quo to allow the Commission to address the issue in a generic
docket after getting input from all interested parties. In reserving that decision to the
Commission, I am at a loss as to how the Settlement Agreement is “deficient”, as RUCO

asserts, regarding this issue.

COMMENTS ON SWEEP TESTIMONY.

Mr. Pignatelli, please comment on the testimony filed by Mr. Jeffrey Schlegel on
behalf of SWEEP.

SWEEP does not oppose the Settlement Agreement. It is important to note that SWEEP
agrees with the demand side management proposals in the Settlement Agreement. It
appears that SWEEP’s hesitation is based simply on timing. Although supportive of the
schedule to implement the programs and appreciative of Commission Staff’s efforts in this
area, SWEEP would like to see those programs implemented on a more aggressive

schedule.

14
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TEP continues to actively support demand side management programs. As Mr. Schlegel
indicated in his testimony, the Commission is in the process of reviewing and approving
the programs that we presented in our “DSM Portfolio” docket. Our position remains that
the Commission should implement a funding mechanism simultaneous with the effective
date of each program. We also believe that for programs approved in 2008, an accounting
order allowing TEP to defer collection of the costs until such time as the Commission

issues its order in this case implementing the DSM adjustor would be appropriate.

Does this conclude your rebuttal testimony?

Yes, it does.

15
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INTRODUCTION.

Please state your name and address.
My name is David G. Hutchens. My business address is One South Church Avenue,
Tucson, Arizona 85701.

Are you the same David G. Hutchens that previously submitted Direct and Rebuttal
Testimony on behalf of Tucson Electric Power Company (“TEP” or “Company”) in
this Docket?

Yes.

Did you participate in the negotiations leading to the settlement agreement?

Yes I did.

Please summarize your direct testimony in support of the settlement agreement.

My testimony addresses: (i) TEP's need for a Purchased Power and Fuel Adjustment
Clause (“PPFAC”) at this time given the volatility of the fuel and purchased power
markets and TEP's increasing dependence on the these markets to meet its increasing
system demand; (ii) the structure and operation of the PPFAC adopted in the settlement
agreement; (iii) the credits TEP will apply to the PPFAC that will have the effect of
reducing the PPFAC charge; and (iv) the benefits that will result from the proposed
PPFAC.
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PURCHASED POWER AND FUEL ADJUSTMENT CLAUSE.

A. Background.

Provide a summary of the PPFAC proposed in the settlement agreement.

The PPFAC is similar to the forward-looking Power Supply Adjustor (“PSA”) that the
Commission approved for Arizona Public Service Company (“APS”) in Decision No.
69663 (June 28, 2007) as well as the PPFAC the Commission approved for UNS Electric,
Inc. in Decision No. 70360 (May 27, 2008). TEP, under the proposed PPFAC, is allowed
to recover prudent direct costs of contracts it uses to hedge system fuel and purchased
power. The proposed PPFAC consists of a forward component that reflects the projected
fuel and purchased power cost as well as a true-up component to recover or return the
previous year’s difference between actual fuel and purchased power costs recovered

through base rates and the PPFAC.

B. The Operation of the PPFAC.

Please briefly describe how TEP will recover fuel and purchase power costs under
the settlement agreement, if approved?

Under the settlement agreement, the average base cost of fuel and purchase power will be
set at $0.028896 per kWh. This is based on 2006 Test Year fuel and purchase power
expenses. The PPFAC will recover any fuel and purchase power costs greater than the
base cost. Should actual fuel and purchase power costs be lower than the base cost,

customers will ultimately be credited for the difference through the PPFAC.
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What are the components of the PPFAC?

The PPFAC rate will consist of two components, the Forward Component and the True-
Up Component. The Forward Component adjusts annually for the difference between the
forecasted fuel and purchased power costs (expressed as a rate of ¢/kWh) less the base
cost of fuel and purchased power embedded in base rates (also expressed as a ¢/kWh
rate). The Forward Component will be updated on April 1* of each year, beginning April
1, 2009, and will be the forecasted fuel and purchased costs for the year commencing on
April 1** and ending on March 31% of each individual PPFAC Year less the average Base
Cost of Fuel and Purchased Power reflected in base rates ($0.028896 per kWh).

The True-Up Component (expressed as a ¢/kWh rate), also annually adjusts the fuel and
purchased power rate embedded in base rates. The purpose of the True-Up rate is to
reconcile any over or under-recovered amounts of fuel and purchased power from the

preceding year.

What elements of fuel and purchased power costs will be recovered through the
proposed PPFAC?

The allowable PPFAC costs include fuel and purchased power costs incurred to provide
service to retail customers. The allowable cost components include the following Federal
Energy Regulatory Commission (“FERC”) accounts: 501 Fuel (Steam), 547 Fuel (Other
production), 555 Purchased Power, and 565 Wheeling (Transmission of Electricity by
Others). These accounts are subject to change if FERC alters its accounting requirements
or definitions. The PPFAC will also allow for recovery of demand charges and costs of

contracts used for hedging fuel and purchased power costs.
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These elements are what Staff recommended in its direct case. TEP had originally
proposed additional costs to be included in its Direct and Rebuttal Testimonies, but for
purposes of settlement TEP has agreed to Staff’s proposal as described in the settlement

agreement.

Are the FERC Accounts included in the proposed PPFAC the same as those
included in APS’ PSA and UNS Electric’s PPFAC?

Yes, with one small exception. APS” PSA also includes FERC Account 518, Nuclear
Fuel. Neither UNS Electric nor TEP own any nuclear generation and therefore that

account is not applicable.

Please describe the timing of the implementation of the initial PPFAC rate and the
process by which future adjustments are administered.

The PPFAC Mechanism will be effective starting January 1, 2009. The PPFAC rate will
be initially set at zero from January 1, 2009 through March 31, 2009. The first PPFAC
Year (and applicable rate) will be from April 1, 2009 through March 31, 2010. The first
True-Up Component will include the period of January 1, 2009 through March 31, 2009.

The Company will file the PPFAC Rate with all component calculations for the PPFAC
Year (that begins on the following April 1%), including all supporting data, with the
Commission on or before October 31% of each year. The Company will update the

October 31* filing by February 1* of the next year. No change to the PPFAC rate shall

become effective without Commission approval.
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Does the proposed Plan of Administration allow for intra-period adjustments to the
PPFAC rate?

Yes. The Plan of Administration permits the Company to petition the Commission for an
adjustment to the Forward Component at any time during a PPFAC Year should an
extraordinary event occur that causes a drastic change in forecasted fuel and purchased

power prices.

Does the proposed PPFAC rate include credits to fuel and purchased power

expenses?

Yes. Although TEP had originally opposed portions of Staff’s position, for purposes of

settlement TEP has now agreed to Staff’s recommendations to include the following

credits that will reduce the PPFAC rate:

1. All Short-Term Wholesale Sales Revenue will be credited to fuel and purchased
power costs.

2. Ten percent (10%) of annual net positive wholesale trading profits will be
credited to fuel and purchased power costs annually. Under no circumstances will
any annual net loss on wholesale trading incurred by TEP be shared with or borne
by ratepayers.

3. Fifty percent (50%) of the revenues from sales of sulfur dioxide (SO;) emission

allowances will be credited to fuel and purchased power costs.

What information will the Company provide to the Commission?
The Company will file monthly reports to Staff’s Compliance Section and to RUCO
detailing all calculations related to the PPFAC in a form and substance suitable to Staff

and as detailed in the Plan of Administration. The Commission or Staff may review the
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prudence of fuel and power purchases and any calculation associated with the PPFAC at

any time.

Does the fuel and purchased power balancing account have an interest component?

Yes. The balancing account shall accrue interest based on the one-year Nominal
Treasury Constant Maturities rate. This rate is contained in the Federal Reserve
Statistical Release, H-15, or its successor publication. The interest rate is adjusted

annually on the first business day of the calendar year.

C. TEP Needs the PPFAC to Protect its Financial Integrity and to Protect
against Long-Term Adverse Impacts of the Volatile Full and Purchased
Power Markets.

What criteria must a utility meet to warrant the authorization of an automatic
adjustor mechanism such as the proposed PPFAC?
An adjustor mechanism is appropriate to address volatile and fluctuating discrete

operating expenses. As RUCO acknowledged in the Direct Testimony of Ms. Diaz-
Cortez (at 27):

“The Arizona Court of Appeals addressed the eligibility requirements of
automatic adjustment mechanisms in Scates v. Arizona Corporation
Commission. The court indicated that such mechanisms are restricted to
certain narrowly defined operating expenses that are characterized by
fluctuations. The Arizona Corporation Commission also defined automatic
adjustor mechanisms as applying to expenses that routinely, or widely,
fluctuate.”

The adjustor is a more efficient mechanism as it allows more timely recovery of volatile
operating costs instead of addressing those issues through a series of protracted rate case

hearings. Indeed, the Commission has stated:

*“The principal justification for a fuel adjustor is volatility in fuel prices. A
fuel adjustor allows the Commission to approve changes in rates for a
utility in response to volatile changes in fuel and purchased power prices
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without have to conduct a rate case.” (Arizona Public Service Company,
Decision No. 56450 (April 13, 1989) at page 6)

Further, the PPFAC sends more accurate and timely price signals to our customers. Such
signals allow consumers make more informed decisions about their electricity use in

order to appropriately manage their electricity bill.

Do you believe TEP’s fuel and purchased power expenses meet these criteria?

Absolutely. It is undisputed that the nation as a whole is experiencing unprecedented
volatility for all types of fuel costs, including coal, natural gas and petroleum products
(gasoline and fuel oil). TEP is not insulated from these markets and faces volatility for
all of its coal, natural gas and purchased power expenses. This exposure to volatility will
increase in the future as more natural gas and purchased power will be required to supply

TEP’s load.

How has TEP’s coal costs changed in the last few years?

Those costs have also increased substantially. For example, TEP’s coal costs increased
8.3% from 2004 to 2006 during the last years of a fixed price short-term (3-year) coal
arrangement at the Sundt facility. The Company further experienced additional cost
increases in 2007, especially at Sundt, San Juan and Navajo. The increases at those
locations combined equaled 8.8% just from 2006 to 2007 — and a total combined increase
of 17.8% from 2004 to 2007. (See RUCO Exhibit MDC-B, which is attached to the

Direct Testimony of Marylee Diaz Cortez in this docket).

In addition, Staff Witness Emily S. Medine explains the effect of global competition on

coal prices and correctly concludes that the mines serving TEP’s plants are not insulated
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from higher prices. Exhibit EVA-20 (which is attached to Ms. Medine’s Direct
Testimony in this docket) specifically addresses the volatility of Colorado coal prices.
Coal that was priced at $15 per ton in January of 2003 was priced over $40 per ton in

January of 2006.

Why is coal cost volatility important relative to TEP?

It is important because TEP’s coal supplies are not all under long-term supply
arrangements. In fact, Sundt supply is directly affected by the volatility in the coal
markets. Although the other plants are under long-term agreements that ensure the
supply of coal, the price of such coal is still subject to increases in the miner’s costs and
changes in mining regulations. For example, the price of coal from Lee Ranch Mine to
supply Springerville Station will be based on the then-current Powder River Basin coal
market beginning in 2010. Further, the long-term agreement with the railroad to deliver
coal to Springerville expires in 2011 and TEP will be required to negotiate a new

agreement with the BNSF Railroad.

Have the Company’s total fuel and purchased power rates changed over the last few
years?

Yes. For example, RUCQO’s Exhibit MDC-B clearly shows a total fuel and purchased
power rate increase of 23% between 2004 and 2005, and a 19% increase from 2006 to

2007.

Do you have historical prices for natural gas, coal and purchased power?
Yes. Attached as Exhibit DGH-13 to my previously filed Rebuttal Testimony in this

docket are data showing natural gas and power prices. Exhibit EVA-20 from Ms.
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Medine’s Direct Testimony provides relevant coal price information.

What do you conclude about natural gas, coal and power from these exhibits?
I believe these exhibits show that all of these markets are volatile and subject to wide
fluctuations, but also show that prices for natural gas and purchase power — and even coal

— have been increasing over recent time.

Is it the fluctuating and volatile nature of these markets the principal reason TEP
needs the proposed PPFAC?

Yes. This is because TEP relies on significant quantities of natural gas and purchased
power to meet its retail load. Although TEP has served the majority of its load with
company-owned generating resources, it relies more and more on natural gas and power
that is purchased at market prices to meet its ever-growing customer demand. In other
words, there is increased dependence on the natural gas and purchased power markets to

provide for TEP’s growing load.

Without the proposed PPFAC, the volatile fuel and energy markets will likely cause
large deferrals of uncollected costs that would not be repaid in a timely manner. These
would likely result in large future surcharges to TEP’s customers, while also adversely
affecting TEP’s ability to secure financing on favorable terms. Large deferrals also
could affect the Company’s ability to secure natural gas and purchase power in the future
on terms that are favorable to the Company and its customers. In fact, the Company
would likely face credit terms that could hurt its ability to secure reasonably-priced fuel

and purchase power in the future because sellers would likely require credit

enhancements such as prepayment or letters of credit. Consequently, this could lead to
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TEP being unable to hedge future prices or enter into long term resource or contract
commitments — thereby forcing TEP to rely heavily on the especially volatile short-term
and spot markets. In short, large deferrals that are not timely resolved ultimately lead to

higher costs to customers.

By contrast, TEP believes that the proposed PPFAC will avoid large deferrals and would
avoid the need to request large surcharges or credits. Instead, the proposed PPFAC
creates a situation where adjustments to the fuel and purchased power costs are more
immediate and moderate, thereby avoiding large deferrals. Avoiding such deferrals will
improve TEP’s credit and enhance its ability to secure reasonably-priced fuel and
purchase power. This significantly lessens the need to rely on the spot markets and
avoids the potentially higher costs associated with an increased reliance on these
markets.

D. The Proposed PPFAC Provides Significant Benefits to both the Company
and its Customers.

What are the benefits to the customers of the proposed PPFAC?

As I discussed above, the proposed PPFAC would mean the Company mostly avoids the
large deferrals that lead to increased costs to customers. The one-year forward-looking
nature of the proposed PPFAC also gives TEP’s customers the correct price signals to
allow them to prepare for expected bills and make informed decisions about demand-side
management, conservation, and investments to reduce their consumption. By incurring
more accurate and timely energy bills, consumers can make more informed near-term
choices about how to manage their electricity usage through energy efficiency measures

and conservation. The proposed forward-looking PPFAC mitigates this effect by using

10
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forecasts of these future costs when setting the next year’s PPFAC rate. It is important to
note that the forecasts of future costs are only for the following year. Further, the
mechanism is designed to set the Forward Component as close as possible to the

upcoming PPFAC year, so that forecasts are as current as possible.

In addition, without such a mechanism that expediently reconciles the actual cost of
consuming power, there would be a significant lag that could lead to inter-generational
inequities because future customers would be responsible to pay for fuel expenses
consumed by previous customers. Also, the PPFAC rate is an annual rate that is set in
advance, thereby limiting the confusion sometimes caused by rates that change each

month.

If TEP were to operate without a PPFAC, and have to recover fuel and purchase power
costs through base rates, that would likely increase the chances of TEP having to file
more rate cases over a set period of time. That is because TEP would not be able to
recover any fuel and purchase power costs over what was set in base costs. Given the
volatile nature of the fuel and energy markets, TEP would face the prospect of having to
finance substantial fuel and purchase power costs until the appropriate recovery was
approved by the Commission in a subsequent rate case. Given the necessary time it takes
to fully litigate a rate proceeding, these substantial unrecoverable costs would be over a
significant period of time. The financial impact of carrying those costs would adversely
affect TEP’s ability to secure additional and future sources of fuel and purchase power on
favorable times — while likely increasing fuel and purchase power costs to customers over

what they would likely be with the proposed PPFAC in place.

11
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Finally, adopting the PPFAC should reduce the number of rate cases the Company may
need to file. Such a reduction in the number of rate cases will allow the Company,
Commission Staff and the Interveners to more efficiently utilize their limited resources in
other matters, thereby more effectively serving the public interest. As importantly, the
reduced litigation expense benefits our customers as they ultimately bear the expenses
associated with rate cases. Therefore, TEP does not believe that it is in the public interest
to deny the proposed PPFAC. To the contrary, the public interest supports the timely

recovery of fuel and purchase power costs.

What are the benefits to the Company of the proposed PPFAC?

The proposed PPFAC greatly mitigates TEP’s concern that the volatile fuel and energy
markets would cause large deferrals of uncollected costs. With such an adjustor
mechanism to timely address these costs in a way that sends accurate price signals to
customers, the Company would not likely incur substantial deferrals that could affect its
ability to secure financing on favorable terms. It would also enhance the Company’s
ability to secure natural gas and purchase power in the future on terms favorable to the
Company and its customers. The proposed PPFAC would also protect TEP’s ability to
hedge future prices or enter into long-term resource or contract commitments — and not
force TEP to rely heavily on the volatile short-term and spot markets. The proposed
PPFAC insures that this recovery occurs in a timely manner under the purview of the

Commission and its Staff.

12
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E. The PPFAC is in the Public Interest.

Please explain why the PPFAC is in the Public Interest.

It is in the public interest to protect TEP from large fuel and purchased power deferrals
that can adversely affect its financial integrity and to provide meaningful price signals to
TEP’s customers. It is in the public interest to have a PPFAC in which adjustments to the
fuel and purchased power costs are more immediate and moderate. The Company further
believes the proposed PPFAC is in the best long-term interest of both the Company and
its customers by enhancing TEP’s financial integrity that will ultimately translate to

lower rates to its customers through lower financing and power procurement costs.

Do the credits to customers contained within the PPFAC provide definite and
immediate customer benefits?

Yes. The built-in PPFAC credits are immediate and precise benefits to TEP’s customers.
These include: (1) All Short-Term Wholesale Sales Revenue will be credited to fuel and
purchased power costs; (2) ten percent (10%) of annual net positive wholesale trading
profits will be credited to fuel and purchased power costs annually — and under no
circumstances will any annual net loss on wholesale trading incurred by TEP be shared
with or borne by ratepayers; and (3) fifty percent (50%) of the revenues from sales of
sulfur dioxide (SO,) emission allowances will be credited to fuel and purchased power
costs. Although TEP had originally proposed somewhat different credits to the
customers benefit, the Company has accepted Staff’s proposed credits and recognizes
their tangible public benefit. TEP endorses these in the proposed PPFAC as a part of the

settlement agreement.

13
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A. Yes.
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3-Year Return Calculation of UniSource Energy Stock

UNS Dividend Adjusted Price on 6/30/2005 (1) | $28.32
UNS Price on 6/30/2008 $31.01
3-Year Total Return (1) 9.5%
3-Year Annual Treasury Yield on 6/30/05 3.7%
Total Return of 3-Year Treasury on 6/30/08 11.4%

(1) Assumes dividend reinvestment

Sources:
-UNS prices from Yahoo Finance
-Historic treasury yields from Federal Reserve data
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INTRODUCTION.

Please state your name and business address.
My name is Dallas J. Dukes and my business address is One South Church Avenue,

Tucson, Arizona, 85702.

By whom are you employed and what are your duties and responsibilities?

I am the Manager of Rates and Revenue Requirements for Tucson Electric Power
Company (“TEP” or the “Company”). As Manager of Rates and Revenue
Requirements, I am responsible for monitoring and determining revenue requirements,
customer pricing and rate structures for all the regulated utility subsidiaries of

UniSource Energy Corporation (“UniSource Energy”).

Mr. Dukes, did you file Direct and Rebuttal testimony in this proceeding?
Yes, I did.

What is the purpose of your Direct Testimony in support of the settlement
agreement?
My testimony supports the agreed-upon allocation of the rate increase across classes

(rate spread), rate design, and rules and regulations.

Could you please summarize your testimony?
In support of the settlement agreement I will discuss changing the rate design as agreed -
upon by the parties, eliminating the free footage allowance in the Company’s Rules and

Regulations and the transition plan necessary to allow for that elimination.
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Why do you believe approving the settlement agreement would be in the public

interest from a rate design perspective?

I believe the rate design as proposed in the settlement agreement will implement rates

that are innovative, conservation-oriented and customer friendly. The following specific

benefits will apply throughout TEP’s service territory:

L.

Adopting a pro-conservation inclining block structure for Residential and Small
General Service Customers (typically under 200 kW) where the incremental per-
kWh price increases with usage.

Expanding residential time-of-use (“TOU”) alternatives — by establishing three
new voluntary residential TOU programs with inverted block structures that
offer opportunities for customers to save money through conserving energy and
shifting usage to the off-peak period.

Establishing a TOU education program aimed at expanding customer
understanding of TOU and increasing customer acceptance and subscription to
the program.

Holding low-income residential customers harmless from the base rate increase.
In other words low-income residential customers will see no increase in the
monthly customer charge or the per-kWh volumetric rates. Further, these
customers are not subject to the Purchased Power and Fuel Adjuster Clause
(“PPFAC “) and any change to the PPFAC rate.

Expanding TOU programs for larger commercial and industrial customers — and
removing TOU subscription caps for these customers.

Increasing demand charges relative to energy charges for larger commercial and

industrial customers. This encourages better customer load factors, and




v s W N

O 00 O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

I1.

decreases in peak demand (which may contribute to capacity requirements)
relative to energy use.

7. Committing to propose (1) a partial requirements tariff that will not impede
renewable self-generation; (2) a viable interruptible tariff, and (3) a demand

response program.

RATE DESIGN.

Please discuss the “rate spread” provision as contained in the settlement
agreement at paragraph 16.1 on page 19.

Rate spread refers to the allocation of the rate increase across customer classes. The
Parties have agreed to allocate or “spread” the base revenue increase equally across all
customers, so that each rate schedule will reflect the same increase of 6.1% in adjusted
base revenues. The 6.1% increase is the result of holding low-income customers
harmless from the rate increase. The weighted average increase across all customers,

including the low-income customers, is 6.03%.

Please explain the relationship between the 6.1% increase in base rates and the
Demand-Side Management (“DSM”), Renewable Energy Standard and Tariff
(“REST”) and PPFAC charges.

The DSM charge, the REST charge and the PPFAC charge are not part of the 6.1%
overall base rate increase. Those cost recovery charges will be separately assessed to
customers. As I discuss below, the overall bill impact to a particular customer will
depend on the customer’s usage, particularly given the inclining block rate structure.

Some lower usage customers could see an overall increase less than 6.1% including the
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DSM and PPFAC charges. Some higher usage customers could see an increase

significantly higher than 6.1%, particularly when the DSM and PPFAC charges are
included. REST replaced the Environmental Portfolio Surcharges formerly in rates.
REST charges went into effect June 1, 2008 and are included in the current rate
calculations used in Exhibits attached to my Direct Testimony in Support of the

Settlement.

1. Inclining Block Rate Structure.

You mentioned an inclining or inverted block structure for Residential and Small
General Service Customers. What are the benefits of these schedules?

The inclining block rate structure imposes higher incremental prices on higher kWh
usage, and therefore will encourage customers to conserve. Moreover, higher prices in
the upper block(s) allow the first block price to be lower. This allows service for basic
needs to be priced at lower levels. In the proposed residential rates, the first block is 0
to 500 kWh. Exhibit DJD-4 shows an example of potential usage for a hypothetical

low-use customer.

Please describe how the inclining block structure is applied to the residential rate
design.

Under the settlement agreement, Residential Pricing Plan ROIN has a seasonal
(summer/winter) structure and three rate blocks. The first block applies to kWh usage
from O through 500 kWh. This is the lowest priced block. The second and third blocks
are monthly kWh usage of 501 to 3,500 and over 3,500 kWh, respectively. The
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inverted block structure results in the smallest increases for lower-use customers, with

average usage under 500 kWh.

The attached Exhibit DJD-5 shows the potential bill impacts for customers with varying
usage. Given the inclining block rate structure, the impact of the base rate increase
agreed to in the settlement agreement will actually be less than 6.1% for residential
customers with lower usage. The cost recovery charges for the DSM adjustor and the
PPFAC adjustor will further increase the bill impact beyond the base rate increase. The
DSM charge proposed in the settlement agreement is $0.000639 per kWh. The PPFAC
rate will actually be set at zero until April 1, 2009. At that time, it will be adjusted
pursuant to the PPFAC Plan of Administration. Using a hypothetical PPFAC rate of
$0.004 (the actual PPFAC rate to be set in April 2009 (i) will depend on the
Commission’s resolution of this docket, (ii) may increase or decrease depending on the
actual fuel and purchased power markets at the time the PPFAC rate is requested, and
(iii) must be approved by the Commission prior to going into effect) and the proposed
DSM charge, many lower usage residential customers will still see an overall bill
impact of less than 6.1%, even including those cost recovery charges. However, given
the inclining block rate structure, higher usage customers will see a bill impact greater
than 6.1%. As shown in Exhibit DJD-5, the actual increase for a particular customer

depends on actual usage.

In Exhibit DID-5, the data is subdivided into ten deciles. Each decile represents 10% of
bills issued to customers. The lowest decile represents the 10% of bills with the lowest

usage. The highest decile represents the 10% of bills with the highest usage. As can be

seen from the exhibit, over 50% of the bills are for customers with average usage below
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705 kWh (the median usage for the residential class) and would incur an overall
increase of less than 5.3%. However, only 0.4% of that is related to the base rate
increase, and thus 4.9% of the increase is due to the hypothetical PPFAC and DSM cost
recovery assumptions. The residential customer base has an average monthly usage of
approximately 900 kWh; this would produce an overall increase of 8.1%. However,
only 3.2% of that is related to the base rate increase, and thus 4.9% of the increase is
due to the hypothetical PPFAC and DSM cost recovery assumptions. The average
usage for the class is significantly higher than the median for the class because the
larger usage customers are a small percentage of the customers but a significant
percentage of the usage. The largest 30% of customers account for 56% of residential

usage; which means that the 70% of smaller customers account for only 44% of usage.

Does TEP have substantial numbers of low-use customers?

Yes. The Exhibit DJID-5 shows that there are a few residential customers consuming
disproportionate levels of kWh, and large numbers of customers consuming smaller
quantities. That last 10% of customers alone account for almost 27% of residential
usage. By encouraging the higher usage customers to conserve or pay a premium, we
are able to keep over 50% of the customer base at or below the 6% increase level

inclusive of the REST, DSM and an assumed PPFAC.

Based on the data, how many residential customers use more than 3,500 kWh per
month, on average?
Less than 2% of bills exceed this threshold. Under the settlement agreement, these

customers will see increases of substantially more than the average 6% residential
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increase. While these customers are not required to reduce usage, the inverted block

rate structure will send clear price signals that encourage conservation.

Please describe how the inclining block structure is applied to the Small General
Service rate design (Pricing Plan GS-10).

Under the settlement agreement, the Small General Service Pricing Plan is re-designed
as a two block inverted rate structure. The first block is the first 500 kWh per month,
and the second block is usage over 500 kWh per month. This inverted block structure
also applies to Rate GS-76N, the Time-of Use companion rate to Rate GS-10. Many
general service customers are small users with 30% of the general service customers

using less than 500 kWh.

2. Inclining Block TOU Rates.

Will the inclining block structure also apply to the new residential TOU schedules
R70BN, R70CN, and R70DN?
Yes. Consequently, new residential TOU customers will be able to save money by both

conserving energy and shifting usage to off-peak periods.

Have you considered the potential for customer savings under the new residential
TOU rates?

Yes. As mentioned, customers can save both by conserving and by shifting load to off-
peak periods. Recall that the median customer (using 705 kWh, on average) sees a non-
TOU bill increase of 5.3%. If the customer switches to a new optional TOU alternative,

he can eliminate most of this increase by moving half of his peak energy use to off-
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peak. Additional usage reductions would increase his percentage savings under TOU

due to the inverted block structure.

The shifts from on-peak to off-peak are reasonably achievable, because the summer
peak period lasts only four hours per day in the summer and eight hours per day in the
winter. Given that summer air-conditioning contributes substantially to summer peak
for the average customer, there is opportunity for discretionary reductions. Overall
usage levels can also be reduced by things like reduced lighting requirements
accomplished through a switch to compact fluorescent bulbs. The new TOU rates
combined with the proposed inverted block structure will provide added incentive and
reward to customers willing to conserve, who shift usage to off-peak periods and who

purchase more energy efficient products.

What happens to customers under the existing TOU rates?

All existing TOU rates will be frozen to new subscription. However, existing
customers will be allowed to keep their current TOU rates (as adjusted for the rate
increase), or they can abandon that program and switch to a newly designed TOU rate.
This applies to all existing residential TOU rates, as well as large general service and

large light and power service.

Will an inverted block TOU pricing plan be developed for general service
customers?
Yes. The new General Service TOU Pricing Plan GS-76N will have an inverted block

rate structure.
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3. Low-Income Customer Pricing Plans.

Please explain how low-income customers are held harmless from the rate
increase.

Under the settlement agreement, the 6% increase in base revenue will not apply to
existing low-income programs. As a result, all rate schedules except for low-income
will receive a 6.1% increase. Low-income customers will continue to purchase service
under schedules currently in place, unadjusted for the rate increase. Moreover, they will
not be subject to the PPFAC adjustment. The PPFAC dollars that would have been
charged to the low-income customers are reallocated to the remaining customers. These
customers will be subject to the newly established DSM charge, which they would have
been subject to even absent the settlement agreement. They also would continue to be
subject to the REST charge that has been approved by the Commission, again which

they would have been subject to even absent the settlement agreement.

4. Other Rate Design Features.

What was TEP’s goal in designing rates for large commercial and industrial
customers?

Under the settlement agreement, demand charges are increased relative to energy
charges, which has the effect of promoting increased load factor and reduced peak
demands. This could help TEP avoid the type of demand spikes that could result in
additional capacity needs. This rate design was supported by commercial and industrial

representatives and was not opposed by any party. New TOU rates are available

without subscription restrictions to these customers.
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What commitments has TEP made regarding Partial Requirements Tariffs?

TEP has committed to work with Staff and interested stakeholders in the creation and
implementation of revised partial requirements tariffs that will not inhibit the
installation of renewable resources. The tariffs will provide for supplemental service
based on unbundled delivery price components applicable to full requirements
customers. Maintenance service will also be provided that recognizes that such service
can be scheduled during periods of lower cost-to-serve. Standby service shall be priced
at a level that balances the cost recovery needs of TEP against the desires of

stakeholders to promote economically viable self-generation.

What commitments has TEP made regarding interruptible service?

TEP has also committed to work with Staff and interested stakeholders in the creation
and implementation of an interruptible tariff that provides a range of options with
respect to notice requirements, duration and frequency. Participating customers will
receive credits based on avoided capacity costs. The tariff may have options for
economic interruptions as well as for interruptions based on capacity or transmission

constraints.

What commitments has TEP made regarding demand response programs?

TEP has further committed to work with Staff and interested stakeholders in the
creation and implementation of demand response programs. The focus of these
programs will be the promotion of critical period load reduction during high

incremental cost periods.

10
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Have you included all proposed tariffs with your Direct Testimony in support of

the settlement agreement?

Yes. Attached as Exhibit DJD-6 is a list of all current and proposed tariffs, riders and
adjustors and the actual proposed tariffs (clean and red-line) being proposed at this time.
The partial requirements, interruptible and demand response tariffs have not yet been

fully developed and are not included in Exhibit DJD-6.

RULES AND REGULATIONS.

Has the Company agreed to eliminate any free footage allowance in its Rules and
Regulations?

Yes. This is the one significant change from the Rules and Regulations TEP filed in its
original application. It was necessary, however, to modify several subsections within
the Rules and Regulations to clearly indicate how and at what rate a customer,
developer or sub-divider will be charged for a requested line extension — as a result of

that elimination.

Why has the Company agreed to the elimination of free footage for line
extensions?

The Company has agreed to eliminate free footage based on the knowledge that the
Commission has ordered this same change for TEP’s affiliate company UNS Electric

and for the other major investor owned electric utility within the State.

11
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Is the Company proposing a transition period?

Yes. The Company believes that from the effective date of the new rules and
regulations as established in the Order in this case, there should be a six-month period
for customers, developers and sub-dividers to get a TEP-approved line extension
agreement or service application to be eligible for the current free footage allowance.
Those new applicants must make provisions for TEP to install and energize the
extension and service facilities within eighteen months from the date of their respective
agreement and/or application. In addition, all existing approved line extension
agreements and service applications will have eighteen months from the effective date
of the Rules and Regulations to make provisions for TEP to install and energize the

extension and service facilities.

Have you included the proposed Rules and Regulations as an exhibit with your
Direct Testimony in support of the settlement agreement?

Yes. The proposed revised rules and regulations (both clean and redline versions) are
Exhibit DIJD-7. The proposed revised direct access rules and regulations (both clean
and redline versions) are Exhibit DJD-8. The revisions include our previous proposed
revisions and the new revisions to eliminate the free footage allowance. The newest

revisions are highlighted in grey within the redline version attached to my Testimony.

Does this conclude your Direct Testimony in support of the settlement agreement?

Yes it does.

12
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Lowest Decile (10%) of Bills
2nd Declie (10 %;) of Bills
3rd Decile (10 %} of Bills

4th Decile (10 %) of Bills

th Decile (10 %) of Bills

6th Decile (10 %) of Bills

Tth Decile (10 %) of Bills

8th Decile (10 %) of Bills

sth Decile (10 %) of Bills
Highest Decile (10 %) of Bills

Note: The upper bound on the highest decile is set at the upper bound on the 99.75 percentile {only 25 bills In every 10,000 are higher,

When residential bills are sorted by energy use, one sees that there are significant differences in usage between the bill deciles.

* Bills in the Highest Usage decile account for 25 time mors usage than bills in the lowest decile.

Tucson Electric Power Company
Residential Bill Impact Analysis
Test Year Ended December 31, 2006

Average kWh for

Exhibit DJD - 5

Declle Parcent of Bills % of Energy Use  Cumulative Declia {upper mr:‘e;:’a;;;n
bound)

Low 10.00% 1.05% 1.05% 188 6.0%
2nd 10.00% 3.13% 4.17% 332 2.0%
3ed 10.00% 4.92% 9.09% 4514 1.4%
4th 10.00% 6.76% 15.85% 573 3.1%
Sth 10.00% 71.63% 23.48% 705 5.3%
6th 10.00% 8.91% 32.39% 860 7.7%
7th 10.00% 11.50% 43.89% 1,059 8.7%
8th 10.00% 12.06% 55.95% 1,277 11.3%
Sth 10.00% 17.07% 73.02% 1,712 13.3%
High 10.00% 26.98% 100.00% 4,455 22.2%

* 56% of residential usage is in highest 3 deciles; 44 % is in the remaining 7 deciles.

¥ The highest decile {10% of bills) accounts for more usage than the 1st 5 deciles combined.

10.00% 1
5.00%

0.00% -

nergy Use for Each Decile

il % of Energy Use |
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TUCSON ELECTRIC POWER COMPANY TARIFFS, RIDERS AND ADJUSTORS

Current and Proposed Pricing Plans

NON - REDLINE

Current Pricing Plans

Proposed Pricing Plans

RESIDENTIAL LIFELINE

Residential Lifeline Senior Discount R-04 - FROZEN CLOSED
Residential Lifeline Senior Discount R-04-01F - FROZEN
Residential Lifeline Senior Discount R-04-21F - FROZEN
Residential Lifeline Senior Discount R-04-70F - FROZEN
Residential Lifeline Discount R-05 - FROZEN CLOSED
Residential Lifeline Discount R-05-01F - FROZEN
Residential Lifeline Discount R-05-21F - FROZEN
Residential Lifeline Discount R-05-70F - FROZEN
Residential Lifeline Discount R-05-201AF - FROZEN
Residential Lifeline Discount R-05-201BF - FROZEN
Residential Lifeline Discount R-06 CLOSED
Residential Lifeline Discount R-06-01

Residential Lifeline Discount R-06-21F - FROZEN
Residential Lifeline Discount R-06-70

Residential Lifeline Discount R-06-201A
Residential Lifeline Discount R-06-201B
Residential Lifeline Discount R-06-201C
Residential Lifeline/Medical Life-Support Discount R-08 CLOSED

Residential Lifeline/Medical Life-Support Discount R-08-01

Residential Lifeline/Medicat Life-Support Discount R-08-21F - FROZEN
Residential Lifeline/Medical Life-Support Discount R-08-70

Residential Lifeline/Medical Life-Support Discount R-08-201A
Residential Lifeline/Medical Life-Support Discount R-08-201B
Residential Lifeline/Medical Life-Support Discount R-08-201C
RESIDENTIAL

Residential Electric Service R-01 R-01

Residential Electric Water Heating Service - Frozen
Residential Time-of-Use
Residential Time-of-Use
Residential Time-of-Use
Residential Time-of-Use
Residential Time-of-Use

R-02F - FROZEN
R-21F - FROZEN
R-70

R-02F - FROZEN
R-21F - FROZEN
R-70F - FROZEN
R-70N-B
R-70N-C
R-70N-D

Special Residential Electric Service R-201A R-201AF - FROZEN
Special Residential Electric Service R-201B R-201BF - FROZEN
Special Residential Electric Service R-201C R-201CF - FROZEN
Special Residential Electric Service R-201AN
Special Residential Electric Service R-201BN
Special Residential Electric Service R-201CN

i identi . i i
232?:[:225 dential Schedule No. 208 Heating, Cooling & Comfort R-208 R-208
GENERAL SERVICE - COMMERCIAL
General Service GS-10 GS-10
General Service Time-of-Use GS-76 GS-76F - FROZEN
General Service Time-of-Use GS-76N
interruptible Agricultural Pumping Service GS-31 GS-31
Mobile Home Park Electric Service GS-11 GS-11F - FROZEN
Large General Service LGS-13 LGS-13
Large General Service Time-of-Use GS-85A LGS-85AF - FROZEN

Large General Service Time-of-Use
Large General Service Time-of-Use

GS-85F - FROZEN

LGS-85F - FROZEN
LGS-85N

Page 1 of 2




TUCSON ELECTRIC POWER COMPANY TARIFFS, RIDERS AND ADJUSTORS
NON - REDLINE

Current and Proposed Pricing Plans

Current Pricing Plans

Proposed Pricing Plans

LARGE LIGHT AND POWER - INDUSTRIAL

Large Light and Power Service

Large Light and Power Service Time-of-Use
Large Light and Power Service Time-of-Use
Large Light and Power Service Time-of-Use

LLP-14
LLP-90A
LLP-90F - FROZEN

LLP-14

LLP-90AF - FROZEN
LLP-90F - FROZEN
LLP-9ON

PUBLIC AUTHORITY & STREET/HIGHWAY LIGHTING

Traffic Signals and Street Lighting Service
Municipal Service

Municipal Water Pumping Service

Public Street Lighting Service

Private Street and Area Lighting Service

PS-41 (includes PS-47)
PS-40
PS-43
PS-50
GS-51 (includes GS-52)

PS-41 (includes PS-47) |
PS-40

PS-43

PS-50

GS-51 (includes GS-52)

PARTIAL REQUIREMENTS

General Service - Partial Requirements Service Less Than 200 kW PRS-10 PRS-10
Large General Service - Partial Requirements Service From 200 kW to

Less Than 3,000 kW PRS-13 PRS-13
Large Light and Power - Partial Requirements Service 3,000 kW and Greater PRS-14 PRS-14
Non-Firm Power Purchase from Renewable Energy Resources and

Qualifying Cogeneration Facilities of 100 kW or Less Capacity PRS-A01 PRS-101
Firfn Power Purchase from Renewable Energy Resources and Qualifying

Cogeneration Facilities of 100 kW or Less Capacity PRS-102 CLOSED
Supplementary, Backup, Maintenance and Interruptible Service for

Cogeneration and Small Power Production Qualifying Facilities (QF) under PRS-103 CLOSED
100 kW

Optional Supplementary Service for Cogeneration and Small Power

Production Qualifying Facilities (QF) over 100 kW PRS-104 CLOSED
Optional Maintenance Service for Cogeneration and Small Power

Production Qualifying Facilities (QF) over 100 kW PRS-105 CLOSED
Optional Backup Service for Cogeneration and Small Power Production

Qualifying Facilities (QF) over 100 kW PRS-106 CLOSED
Optional Backup Energy Service for Self-Generation Facilities over 3 MW PRS-107 CLOSED
ﬁseonal Maintenance Energy Service for Self-Generation Facilities over 3 PRS-108 CLOSED
RIDERS AND OTHER

Purchased Power Fue! Adjuster Clause (PPFAC) Rider-1
Demand Side Management Surcharge Rider (DSMS) Rider-2
Market Generation Credit (MGC) Calculation MGC-1 MGC-1
Market Generation Credit (MGC) Calculation for PRS MGC-2 MGC-2
GreenWatts ) Rider 17 Rider 17
Adder Associated with Direct Access Rider 1 CLOSED
Must-Run Generation Rider 2 CLOSED
Transmission and Ancillary Services Rider 3 CLOSED
Fixed CTC by Class Rider 4 CLOSED
Transmission Credit Rider & CLOSED
Environmental Portfolio Surcharge Rider 6 CLOSED
Pricing Flexibility Rider Rider 79 CLOSED
Interruptible Service Rider Rider 84 CLOSED
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Pricing Plan R-04 (Frozen Rate) - CLOSED
Residential Lifeline/Senior Discount

7he Energy People

AVAILABILITY

In all territory served by Company at all points where facilities of adequate capacity and the required phase and suitable voltage are adjacent to
the premises served. This program shall be available to new customers until the start of retail electric competition in the Company’s service
territory. Thereafter, this program shall be closed to new customers. Lifeline and Senior Lifeline programs shall be-addressed under the
Company's Rate No. 6 after the start of retail electric competition. Customers who subscribe to Rate No. 4 or 5 prior to the start of retail
electric competition shall, at their option, be grandfathered under this program. This program may be terminated upon Arizona Corporation
Commission approval.

APPLICABILITY

To electric service qualifying for billing under Residential Rate No. 01, Residential Time-of-Use Rate No. 21, or Residential Time-of-Use Rate
No. 70, where the customer also has qualified for Rate No. 4 as specified in the Company's plan for administration. All provisions of Rate No.
01, Rate No. 21, or Rate No. 70 will apply except as modified herein. This discount is also available to tenants of master metered mobile home
parks and apartments. The applicant must be 65 years of age, or older, to qualify.

MONTHLY BILL
The monthly bill shall be in accordance with the Rate No. 01, Rate No. 21, or Rate No. 70 schedule except:

For Bills with Usage of: The Total Bill (before Taxes and
Regulatory Assessments) Will Be
Discounted by:

0-300 kWh 35%

301 -600 kWh 30%
601 - 1000 kWh 25%
1001 - 1500 kWh 15%
Over 1500 - kWh 0%
FiledBy: ~ Raymond S. Heyman Tariff No.: R-04 - CLOSED
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 1of!l




72’5'5‘7” _ Pricing Plan R-04-01F (FROZEN)

Residential Lifeline/Senior Discount

The Energy People

AVAILABILITY

This pricing plan is frozen to existing customers at existing sites or delivery points. New customers, including current customers who
move, are not efigible for service under this pricing plan. This program may be terminated upon Arizona Corporation Commission
approval.

APPLICABILITY

To all single phase or three phase {subject to availability at ponnt of delivery) residential electric service in mdnwdual private
dwellings and individualty metered apartments when all service is supplied at one point of delivery and energy is metered through
one meter; however, electric water heating may be metered separately. This discount is also available to tenants of master
metered mobile home parks and apartments. The applicant must be 65 years of age, or older, to qualify.

Not applicable to resale, breakdown, standby auxiliary service, or service to individual motors exceedmg 40 amperes at a rating
of 230 volts or which will cause excessive voltage fluctuations.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service and minimum bill $ 4.90 per month
Customer Charge, Three Phase service and minimum bil $12.26 per month

Energy Charges: All energy charges below are charged on a per kWh basis.

Delivery Charge

Summer (May - October) $0.090921 per kWh
Winter, (November - April) $0.078970 per kWh
Monthly Discount:

For Bills with Usage of: The Total Bill (before Taxes and
Regulatory Assessments) Wili Be

Discounted by:
0-300 kWh 35%
301 -600 kWh 30%
601 - 1000 kWh 25%
1001 - 1500 kWh 15%
Over 1500 kWh 0%
FiledBy:  Raymond S. Heyman Tariff No.: R-04-01F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING

District: Entire Electric Service Area Page No.: lof3




C'san. Pricing Plan R-04-01F (FROZEN)
Residential Lifeline/Senior Discount

7he Energy People

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month
Meter Reading $0.80 per month
Billing & Collection $1.59 per month
Customer Delivery $1.00 per month
Note: Additional meter services charge of $7.36 per month for Three Phase Service.
Energy Charges (kWh):

Delivery Charge

Summer $0.010823 per kWh

Winter $0.009039 per kWh
Generation Capacity

Summer $0.032938 per kWh

Winter $0.030271 per kWh
Fixed Must-Run $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission Ancillary Services

System Control & Dispatch $0.000102 per kWh

" Reactive Supply and Voltage Control $0.000402 per kWh

Regulation and Frequency Response $0.000389 per kWh

Spinning Reserve Service $0.001055 per kWh

Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company's CATT.

Fuel and Purchased Power v
Summer $0.033198 per kWh
Winter $0.025698 per kWh

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party.
Those services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Bilting and Collection,
Transmission and Generation. If any of these services are not available from a third party supplier and must be obtained from
the Company, the rates for Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in

Arizona.
FiledBy: ~ Raymond S. Heyman Tariff No.: R-04-01F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING

District: Entire Electric Service Area Page No.: 20f3




Pricing Plan R-04-01F (FROZEN)
Residential Lifeline/Senior Discount

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of
any taxes or govemmental impositions which are or may in the future be assessed on the basis of gross revenues of the
Company and/or the price or revenue from the electric energy or service sold and/or the volume of energy generated or
purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not

inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the
customer or pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed
pursuant to any Direct Access fee schedule authorized.

FiledBy:  Raymond S. Heyman Tariff No.: R-04-01F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 30f3




Pricing Plan R-04-21F (FROZEN)
Residential Lifeline/Senior Discount

7he Energy People

AVAILABILITY

This pricing plan is frozen to existing customers at existing sites or delivery points. New customers, including current custorners who
move, are not eligible for service under this pricing plan. This program may be terminated upon Arizona Corporation Commission
approval.

APPLICABILITY
To all single phase (subject to availability at point of delivery) residential electric service in individual private dwellings and individually
metered apartments when all service is supplied at one point of delivery and energy is metered through one meter; however, electric
water heating may be metered separately. The discount is also available to tenants of master metered mobile home parks and

; apartments. The applicant must be 65 years of age, or older, to qualify.

| Not applicable to three phase service, resale, breakdown, standby, auxiliary service, or service to individual motors exceeding 40
| amperes at a rating of 230 volts or which will cause excessive voltage fluctuations.

CHARACTER OF SERVICE
Single phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing pian:

BUNDLED STANDARD OFFER SERVICE
Customer Charge, Single Phase service and minimum bill $6.86 per month
Energy Charges: All energy charges below are charged on a per kWh basis.

Delivery Charge

Summer Winter
(May - October) {November - April)
On-Peak $0.125413 $0.099018
Off-Peak $0.050165 $0.050165

Summer On-Peak Period: 10:00 a.m. to 10:00 p.m., Monday through Friday (excluding Memorial Day, Independence Day,
and Labor Day).

Winter On-Peak Period: 7:00 a.m. - 11:00 a.m. and 6:00 p.m. - 9:00 p.m., Monday through Friday (excluding Thanksgiving
Day, Christmas Day, and New Year's Day).

Al other hours are Off-Peak. If a holiday falls on Saturday, the preceding Friday is designated Off-Peak; if a holiday falls on
Sunday, the following Monday is designated Off-Peak.

FiledBy:  Raymond S. Heyman Tariff No.: R-04-21F (FROZEN)
Title: Senior Vice President, Generat Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 1of3




7he Energy Pegple

Pricing Plan R-04-21F (FROZEN)
Residential Lifeline/Senior Discount

Monthly Discount

The following monthly discount applies to the rate incorporated in this pricing plan.

For Bills with Usage of:

The Total Bill (before Taxes and
Regulatory Assessments) Will Be
Discounted by:

0-300 kWh
301 -600 kWh
601 - 1000 kWh

1001 - 1500 kWh
Over 1500 kWh

35%
30%
25%
15%
0%

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:
Meter Services

Meter Reading
Billing & Collection
Customer Defivery

Energy Charges (kWh):

$1.51 per month
$0.80 per month
$3.29 per month
$1.26 per month

(NOTE: While some delivery charges are negative, the minimurm total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bill, but are not permitted to create a negative bil,
which would result the customer being paid (rather than paying) for TEP services.}:

Delivery Charge

Summer Winter
(May - October) {November - April)
On-Peak {$0.035469) {$0.021385)
| Off-Peak {$0.000954) $0.001546
| Generation Capacity
Summer Winter
{May - October) {November - April)
On-Peak $0.093722 $0.065743
Off-Peak $0.013959 $0.013959
- Fixed Must-Run $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission Anciltary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.600383 per kWh
FiledBy:  Raymond S. Heyman Tariff No.: R-04-21F (FROZEN)
Tite: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 20f3




Pricing Plan R-04-21F (FROZEN)
Residential Lifeline/Senior Discount

7he Energy Pegple
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company’s OATT.

Fuel and Purchased Power

Summer Winter
(May - October) (November - April)
On-Peak $0.053198 $0.040698
Off-Peak $0.023198 $0.020698

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale and/or sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Addtional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer’s contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
Access fee schedule authorized.

FiledBy: ~ Raymond S. Heyman Tariff No.: R-04-21F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 3of3




Tucson

=lectic | Pricing Plan R-04-70F (FROZEN)
LCiric—| Residential Lifeline/Senior Discount

7he Energy Pegple

AVAILABILITY

This pricing plan is frozen to existing customers at existing sites or delivery points. New customers, including current customers who
move, are not eligible for service under this pricing plan. This program may be terminated upon Arizona Corporation Commission
approval.

APPLICABILITY

To all single phase (subject to availability at point of delivery) residential electric service in individual private dwellings and individually
metered apartments when all service is supplied at one point of delivery and energy is metered through one meter; however, electric
water heating may be metered separately. This discount is also available to tenants of master metered mobile home parks and
apartments. The applicant must be 65 years of age, or older, to qualify.

Not applicable to resale, breakdown, standby, auxiliary service, or service to individual motors exceeding 40 amperes at a rating of 230 |
volts or which will cause excessive voltage fluctuations.
|
\
|

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE
Customer Charge, Single Phase service and minimum bill $6.78 per month
Energy Charges: All energy charges below are charged on a per kWh basis.

Delivery Charge:

Summer Winter
(May - October) {November - April)
On-Peak $0.184171 $0.126011
Shoulder-Peak $0.116318 N/A
Off-Peak $0.058160 $0.043619

The summer On-Peak period is 1:00 p.m. to 6:00 p.m., Monday through Friday {excluding Memorial Day, Independence Day, and Labor
Day). The summer Shoulder period is 6:00 p.m. to 8:00 p.m., Monday through Friday (excluding Memorial Day, Independence Day, and
Labor Day).

The winter On-Peak periods are 7:00 a.m. - 11:00 a.m. and 6:00 p.m. - 9:00 p.m., Monday through Friday (excluding Thanksgiving Day,
Christmas Day, and New Year's Day). All other hours are Off-Peak. If a holiday falls on Saturday, the preceding Friday is designated Off-
Peak; if a holiday falls on Sunday, the following Monday is designated Off-Peak.

FiledBy: ~ Raymond S. Heyman Tariff No.: R-04-70F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 1of3




Pricing Plan R-04-70F (FROZEN)
Residential Lifeline/Senior Discount

7he Energy People

Monthly Discount:
For Bills with Usage of: The Total Bill (before Taxes and
Regulatory Assessments) Will Be
Discounted by:

0-300 kWh 35%
301 -600 kWh 30%
601 - 1000 kWh 25%

1001 - 1500 kWh 15%
Over 1500 kWh 0%

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLLOWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month

Meter Reading $0.80 per month

Billing & Collection $3.29 per month

Customer Delivery $1.18 per month
Energy Charges (kKWh):

(NOTE: While some delivery charges are negative, the minimum total monthly bill (excluding services provided by third-party
service providers), shall be zero. Negative charges reduce the total monthly bil|, but are not permitted to create a negative bil,
which would result the customer being paid (rather than paying) for TEP services.).

Defivery Charge

Summer Winter
(May - October) {November - April)
On-Peak ($0.051182) $0.054643
Shoulder-Peak ($0.039611) N/A
Off-Peak ($0.011122) ($0.005085)
Generation Capacity
Summer Winter
{May - October) {November - April)
On-Peak $0.165693 $0.016708
Shoulder-Peak $0.093769 N/A
Off-Peak $0.032122 $0.014044
Fixed Must-Run $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission Ancillary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voltage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kwh
Filed By: Raymond S. Heyman Tariff No.: R-04-70F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING

District: Entire Electric Service Area Page No.: 20f3




Pricing Plan R-04-70F (FROZEN)
Residential Lifeline/Senior Discount

The Enengy Pegple

Supplemental Reserve Service $0.000172 per kWh
Energy Imbalance Service: currently charged pursuant to the Company's OATT.

Fuel and Purchased Power

Summer Winter
{May - October) {November - April)
On-Peak ] $0.055698 $0.040698
Shoulder-Peak $0.048198 N/A
Off-Peak $0.023198 $0.020698

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundied Components set forth in this tariff wilt be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh shall, subject to FERC authorization, be applied for costs associated with the implementation of the AISA in Arizona.

TAX CLAUSE

To the charges computed under the above rate, including any adjustments, shall be added the applicable proportionate part of any taxes
or governmental impositions which are or may in the future be assessed on the basis of gross revenues of the Company and/or the price
or revenue from the electric energy or service sold and/or the volume of energy generated or purchased for sale andfor sold hereunder.

RULES AND REGULATIONS
The standard Rules and Regulations of the Company as on file with the Arizona Corporation Commission shall apply where not
inconsistent with this pricing plan.

ADDITIONAL NOTES

Additional charges may be directly assigned to a customer based on the type of facilities (e.g., metering) dedicated to the customer or
pursuant to the customer's contract, if applicable. Additional or alternate Direct Access charges may be assessed pursuant to any Direct
Access fee schedule authorized.

Filed By: Raymond S. Heyman Tariff No.: R-04-70F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING
District: Entire Electric Service Area Page No.: 3of3




Tucson

clric Pricing Plan R-05 (Frozen Rate) - CLOSED
) Residential Lifeline Discount

The Energy People

AVAILABILITY

In all territory served by Company at alt points where facilities of adequate capacity and the required phase and suitable voltage are adjacent to
the premises served. This program shall be available to new customers until the start of retail electric competition in the Company's service
territory. Thereafter, this program shall be closed to new customers. Lifeline and Senior Lifeline programs shall be addressed under the
Company’s Rate No. 6 after the start of retail electric competition. Customers who subscribe to Rate No. 4 or 5 prior to_the start of retail
electric competition shall, at their option, be grandfathered under this program. This program may be terminated upon Arizona Corporation
Commission approval.

To electric service qualifying for biling under Residential Rate No. 01, Residential Time-of-Use Rate No. 21, or Residential Time-of-Use Rate
No. 70 where the customer also has qualified for Rate No. 5 as specified in the Company's plan for administration. All provisions of Rate No.
01, Rate No. 21, or Rate No. 70 will apply except as modified herein. This discount is also available to tenants of master metered mobile home
parks and apartments.

|
APPLICABILITY
|

MONTHLY BILL
The monthly bill shall be in accordance with the Rate No. 01, Rate No. 21, or Rate No. 70 schedule except:

For Bills with Usage of: The Total Bill (before Taxes and
Regulatory Assessments) Will Be
Discounted by:

0-300 kwh 25%
301-600 kWh 20%
601 - 1000 kWh 15%
Over 1000 kWh 0%
FiledBy: ~ Raymond S. Heyman Tariff No.: R-05 - CLOSED
Title: Senior Vice President, General Counsel : Effective: PENDING

District: Entire Electric Service Area Page No.: 1ofl




Pricing Plan R-05-01F (FROZEN)
Residential Lifeline Discount

7he Energy Pegple

AVAILABILITY

This pricing plan is frozen to existing customers at existing sites or delivery points. New customers, including current customers who
move, are not eligible for service under this pricing plan. This program may be terminated upon Arizona Corporation Commission
approval.

APPLICABILITY

To all single phase or three phase (subject to availability at point of delivery) residential electric service in individual private dwellings and
individually metered apartments when all service is supplied at one point of delivery and energy is metered through one meter; however,
electric water heating may be metered separately. This discount is also available to tenants of master metered mobile home parks and
apartments. The applicant must be 65 years of age, or older, to qualify.

Not applicable to resale, breakdown, standby, auxiliary service, or service to individual motors exceeding 40 amperes ata rating of 230
volts or which will cause excessive voltage fluctuations.

CHARACTER OF SERVICE
Single or three phase, 60 Hertz, nominal 120/240 volts.

RATE
A monthly net bill at the following rate plus any adjustments incorporated in this pricing plan:

BUNDLED STANDARD OFFER SERVICE

Customer Charge, Single Phase service and minimum bill $ 4.90 per month
Customer Charge, Three Phase service and minimum bill $12.26 per month

Energy Charges: All energy charges below are charged on a per kWh basis.

Delivery Charge

Summer (May - October) $0.090921 per kWh
Winter, (November — Aprif) $0.078970 per kWh
Monthly Discount:
For Bills with Usage of: The Total Bill (before Taxes and

Regulatory Assessments) Will Be
Discounted by:

0-300 kWh 25%
301 -600 kwh 20%
601 - 1000 kWh 15%
Over 1000 kWh 0%
FiledBy:  Raymond S. Heyman Tariff No.: R-05-01F (FROZEN)
Title: Senior Vice President, General Counsel Effective: PENDING
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Pricing Plan R-05-01F (FROZEN)
Residential Lifeline Discount

The Energy Pegple

BUNDLED STANDARD OFFER SERVICE CONSISTS OF THE FOLL OWING UNBUNDLED COMPONENTS:

Customer Charges:

Meter Services $1.51 per month
Meter Reading $0.80 per month
Bifling & Collection $1.59 per month
Customer Delivery ' $1.00 per month
Note: Additional meter service charge of $7.36 per month for Three Phase Service.
Energy Charges (kWh):
Delivery Charge
Summer $0.010823 per kWh
Winter $0.009039 per kWh
Generation Capacity
Summer $0.032938 per kWh
Winter $0.030271 per kWh
Fixed Must-Run $0.003849 per kWh
System Benefits $0.000468 per kWh
Transmission $0.007525 per kWh
Transmission Ancillary Services
System Control & Dispatch $0.000102 per kWh
Reactive Supply and Voitage Control $0.000402 per kWh
Regulation and Frequency Response $0.000389 per kWh
Spinning Reserve Service $0.001055 per kWh
Supplemental Reserve Service $0.000172 per kWh

Energy Imbalance Service: currently charged pursuant to the Company's OATT.

Fuel and Purchased Power
Summer $0.033198 per kWh
Winter $0.025698 per kWh

DIRECT ACCESS

A customer’s Direct Access bill will include all unbundled components except those services provided by a qualified third party. Those
services may include Metering (Installation, Maintenance and/or Equipment), Meter Reading, Billing and Collection, Transmission and
Generation. If any of these services are not available from a third party supplier and must be obtained from the Company, the rates for
Unbundled Components set forth in this tariff will be applied to the customer’s bill.

FOR DIRECT ACCESS: ARIZONA INDEPENDENT SCHEDULING ADMINISTRATOR (AISA) CHARGE
A charge per kWh s<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>